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Attorneys for Debtor
City of Stockton

UNITED STATES BANKRUPTCY COURT

EASTERN DISTRICT OF CALIFORNIA

SACRAMENTO DIVISION

In re:

CITY OF STOCKTON, CALIFORNIA,

Debtor.

Case No. 2012-32118

D.C. No. OHS-15

Chapter 9

TRIAL EXHIBITS AND
TRANSCRIPTS CITED IN CITY’S
SUPPLEMENTAL BRIEF IN SUPPORT
OF CONFIRMATION OF THE FIRST
AMENDED PLAN OF ADJUSTMENT,
AS MODIFIED (AUGUST 8, 2014)

Date: October 1, 2014
Time: 10:00 a.m.
Dept: Courtroom 35
Judge: Hon. Christopher M. Klein

For the convenience of the Court and parties in interest, the City of Stockton, California

(“City”) hereby submits copies of the excerpts of the trial exhibits and transcripts cited in the

City’s Supplemental Brief In Support Of Confirmation Of The First Amended Plan Of

Adjustment, As Modified (August 8, 2014) [Dkt. No. 1657] (“Brief”) filed on August 11, 2014.

In the case of transcripts, the City has attached copies of only the pages cited in the Brief, along
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with surrounding pages for context as necessary. In the case of declarations, the City has attached

only the pages of the declaration (and, where applicable, exhibits to the declaration) referred to in

the Brief, along with surrounding pages for context as necessary.

The documents are attached in the order in which they are cited in the Brief. Pages are

Bates numbered in the lower right corner. Where a citation appears more than once, the cited

document is attached only once, with later citations referring back to the Bates range for the first

citation. Abbreviations have the meanings ascribed to them in the Brief.

The column headed “Location in Brief” lists the page and line of the Brief where the

citation to the exhibit or transcript may be found.

Citation
Location
in Brief

Description Bates range

1 2:9-10 Conf. Tr., July 8, 2014, at 47:20-25 (comments of the Court)
City Supp.
000001-00002

2 4:16 Lamoureux DTD, ¶ 38
City Supp.
000003-000004

3 4:19 Lamoureux DTD, ¶¶ 41, 43
City Supp.
000005-000007

4 4:19-20 Leland DTD, ¶ 17
City Supp.
000008

5 4:23
Conf. Tr., June 4, 2014, at 17:11-17 (testimony of Kim
Nicholl)

City Supp.
000009-000010

6 5:3
Conf. Tr., May 14, 2014, at 180:24-181:5 (testimony of David
Lamoureux)

City Supp.
000011-000012

7 5:14
Conf. Tr., June 4, 2014, at 198:12-25 (Franklin closing
argument)

City Supp.
000013-000015

8 5:19 Haase Elig. Decl., ¶ 5
City Supp.
000016-000017

9 5:25 Lamoureux DTD, ¶ 46
City Supp.
000006-000007

10 6:1
Conf. Tr., May 14, 2014, at 184:8-11 (testimony of David
Lamoureux)

City Supp.
000018-000021
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11 6:9-10
Conf. Tr., June 4, 2014, at 21:11-23 (testimony of Kim
Nicholl)

City Supp.
000022-000024

12 6:15 Id., at 49:6-7
City Supp.
000025

13 6:16 Id., at 19:16-22
City Supp.
000026

14 6:21 Conf. Tr., June 4, 2014, at 39:4-12 (testimony of Kim Nicholl)
City Supp.
000027-000028

15 6:23 Id., at 19:16-22
City Supp.
000026

16 6:25 Id.
City Supp.
000026

17 7:9-10 Leland DTD, ¶ 17
City Supp.
000008

18 7, fn. 9 Lamoureux DTD, Ex. 6 at 28
City Supp.
000029

19 7, fn. 9 Lamoureux DTD, Ex. 7 at 28
City Supp.
000030

20 7:20 Wilson DTD, ¶ 15
City Supp.
000031

21 8:1 Deis DTD, ¶ 29
City Supp.
000032-000034

22 8:2 Deis DTD, ¶ 29
City Supp.
000032-000034

23 8:4 Wilson DTD, ¶ 15
City Supp.
000031

24 8:7
Elig. Tr., March 25, 2013 AM, at 60:2-7 (testimony of Robert
Deis)

City Supp.
000035-000036

25 8:8-9 Deis DTD, ¶ 29
City Supp.
000032-000034

26 8:9 Wilson DTD, ¶ 15
City Supp.
000031
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27 8:13-14 Conf. Tr., July 8, 2014, at 29:2-30:2 (comments by the Court)
City Supp.
000037-000040

28 8:18
Conf. Tr., June 4, 2014, at 9:16-10:3 (testimony of Kim
Nicholl)

City Supp.
000041-000042

29 8:22 Lamoureux DTD, ¶ 13
City Supp.
000043

30 8:22-23
Conf. Tr., May 14, 2014, at 188:17-22, 195:5-17 (testimony of
David Lamoureux)

City Supp.
000044-000047

31 9:8-9
Conf. Tr., June 4, 2014, at 26:19-27:16 (testimony of Kim
Nicholl)

City Supp.
000048-000049

32 9:9 Moore Report, at 21
City Supp.
000050

33 9:12-13
Conf. Tr., June 4, 2014, at 26:19-27:16, 50:15-21 (testimony
of Kim Nicholl)

City Supp.
000048-000049,
City Supp.
000051

34 9:14-15 Id., at 26:19-27:16
City Supp.
000048-000049

35 9:17 Id.
City Supp.
000048-000049

36 9:19 Lamoureux DTD, ¶ 13
City Supp.
000043

37 10:5
Conf. Tr., June 4, 2014, at 20:8-21:10 (testimony of Kim
Nicholl)

City Supp.
000022-000023

38 10:8 Id.
City Supp.
000022-000023

39 10:10 Id.
City Supp.
000022-000023

40 10:11 Id.
City Supp.
000022-000023

41 10:14 Id.
City Supp.
000022-000023
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42 10:15-16 Id., at 21:11-23
City Supp.
000023

43 10:19
Conf. Tr., June 4, 2014, at 23:25-24:14 (testimony of Kim
Nicholl)

City Supp.
000052-000053

44 10:22-23
Conf. Tr., June 4, 2014, at 38:20-39:12, 49:8-13, 52:25-53:1
(testimony of Kim Nicholl)

City Supp.
000027-000028,
City Supp.
000025, City
Supp. 000054-
000055

45 10, fn 15
Conf. Tr., May 14, 2014, at 184:15-21 (testimony of David
Lamoureux)

City Supp.
000019

46 11:5-6
Conf. Tr., May 14, 2014, at 184:15-185:25 (testimony of
David Lamoureux)

City Supp.
000019-000021

47 11:10 Id.
City Supp.
000019-000021

48 11:14-15
Conf. Tr., June 4, 2014, at 28:15-21 (testimony of Kim
Nicholl)

City Supp.
000056-000057

49 11:17 Id., at 28:22-29:8
City Supp.
000056-000057

50 12, fn 17
Conf. Tr., July 8, 2014, at 29:21-30:24 (comments of the
Court)

City Supp.
000038-000040

51 12:24 Conf. Tr., July 8, 2014, at 29:2-13 (comments of the Court)
City Supp.
000037-000038

52 13:3 Id.
City Supp.
000037-000038

53 13:7
Conf. Tr., May 14, 2014, at 191:5-17 (testimony of David
Lamoureux)

City Supp.
000066

54 13:9 Id.
City Supp.
000066

55 13:11-12
Conf. Tr., June 4, 2014, at 21:24-22:21 (testimony of Kim
Nicholl)

City Supp.
000023-000024

56 13:14 Id.
City Supp.
000023-000024
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57 13:23 Wilson DTD, ¶ 15
City Supp.
000031

58 13:23-24 Deis DTD, ¶ 29
City Supp.
000032-000034

59 13:27
Conf. Tr., June 4, 2014, at 189:18-190:8 (Franklin closing
argument)

City Supp.
000067-000068

60 14:1 Id.
City Supp.
000067-000068

61 14:20 Jones Elig. Reply Decl., ¶ 15
City Supp.
000069-000070

62 14:20-21 Jones Elig. Reply Decl., ¶ 14
City Supp.
000069-000070

63 14:25 Jones Elig. Reply Decl., ¶ 13
City Supp.
000069-000070

64 15:2 Id.
City Supp.
000069-000070

65 15:7 McCrary Decl., ¶¶ 5, 6
City Supp.
000071-000074

66 15:10 Jones Elig. Decl., ¶ 15
City Supp.
000075-000077

67 15:15 Jones DTD, ¶ 7
City Supp.
000078-000080

68 15:18 Jones DTD, ¶ 5
City Supp.
000078-000080

69 15:20 Id.
City Supp.
000078-000080

70 15:22 Id., ¶ 7
City Supp.
000078-000080

71 16:1 Id., ¶ 5
City Supp.
000078-000080

72 16:5 Jones Elig. Decl., ¶ 15
City Supp.
000075-000077
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73 16:8-9 Jones Elig. Decl., ¶¶ 9-11
City Supp.
000075-000077

74 16:10 Montes Elig. Decl., ¶ 28
City Supp.
000081-000082

75 16:14 Jones DTD, ¶¶ 4, 8
City Supp.
000078-000080

76 16:15 Id., ¶ 4
City Supp.
000078

77 16:17 Id., ¶ 8
City Supp.
000080

78 16:17 Id., ¶ 4
City Supp.
000078

79 17, fn 24
Conf. Tr., May 14, 2014, at 83:16-85:2 (testimony of Charles
Moore)

City Supp.
000083-000085

80 17, fn 25 Id. at 88:9-13
City Supp.
000086

81 17, fn 26 Id. at 103:13-105:8
City Supp.
000087-000089

82 17:17-18
Conf. Tr., May 14, 2014, at 78:13-79:25 (testimony of Charles
Moore)

City Supp.
000090-000092

83 17:21
Conf. Tr. June 4, 2014, at 194:22-196:15 (Franklin closing
argument)

City Supp.
000093-000095

84 17:23 Id., at 171:19-23
City Supp.
000096-000097

85 18:4 Conf. Tr., June 4, 2014, at 29:20-37:1
City Supp.
000056-000065

86 18:10-11
Conf. Tr., June 4, 2014, at 38:20-39:12, 49:8-13, 52:25-53:1
(testimony of Kim Nicholl)

City Supp.
000027-000028,
City Supp.
000025, City
Supp. 000054-
000055

87 18:26
Conf. Tr., June 4, 2014, at 196:4-8 (Franklin closing
argument)

City Supp.
000093-000095
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88 19:2
Conf Tr., May 14, 2014, at 79:7-12 (testimony of Charles
Moore)

City Supp.
000090-000092

89 19:15-16
Elig. Tr., March 25, 2013, AM, at 55:14-21 (testimony of
Robert Deis)

City Supp.
000098-000099

90 19:17
Elig. Tr., March 27, 2013, at 438:10-21 (City closing
argument)

City Supp.
000100-000101

91 19:19-20
Conf. Tr., July 8, 2014, at 39:19-40:10 (comments of the
Court)

City Supp.
000102-000103

92 19:27 Montes Elig. Decl., ¶ 20
City Supp.
000104-000106

93
19:27-
20:1

Deis Elig. Decl., ¶ 39
City Supp.
000107

94 20:2 Montes Elig. Decl., ¶ 26
City Supp.
000081

95 20:4 Goodrich Elig. Reply Decl., ¶ 8
City Supp.
000108-000109

96 20:10-11 Trial Ex. 2044, at 2044_0005-2044_0006
City Supp.
000110-000111

97 20:16 Deis DTD, ¶ 32
City Supp.
000033-000034

98 20:17 Deis Elig. Decl., ¶ 39
City Supp.
000107

99 20:18-19
Elig. Tr., March 25, 2013, AM, at 72:18-73:7 (testimony of
Robert Deis)

City Supp.
000112-000113

100 20:24 Montes Elig. Decl., ¶ 20
City Supp.
000104-000106

101 21:10-11 Conf. Tr., July 8, 2014, at 48:1-9 (comments of the Court)
City Supp.
000001-00002

102 21:16 Deis DTD, ¶ 32
City Supp.
000033-000034

103 21:17 Haase Elig. Decl., ¶ 5
City Supp.
000016-000017
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104 21:17 Millican Decl., Ex. A at 40, Figure 1
City Supp.
000114-000115

105 21:19 Deis DTD, ¶ 31
City Supp.
000033

106 21:23-24
Conf. Tr., June 4, 2014, at 75:21-76:6, 76:24-77:10 (testimony
of Andrew Belknap)

City Supp.
000116-000118

107 21:24 Trial Ex. 3086
City Supp.
000119-000129

108 22, fn 30

Direct Testimony Declaration of Catherine Nownes-Whitaker
in Support of Confirmation of First Amended Plan for the
Adjustment of Debts of City of Stockton, California
(November 15, 2013) [Dkt. No. 1380, Trial Ex. 3065], ¶ 10

City Supp.
000130-000133

109 22:16-17
Conf. Tr., May 13, 2014, at 184:25-185:1 (comments of the
Retirees Committee)

City Supp.
000134-000135

110 22:18-19 Conf. Tr., June 4, 2014, at 149:8-9 (SPOA closing argument)
City Supp.
000136

111 25, fn 33

Direct Testimony Declaration of Kenneth Dieker in Support of
Confirmation of First Amended Plan for the Adjustment of
Debts of City of Stockton, California (November 15, 2013)
[Dkt. No. 1369, Trial Ex. 3047], ¶ 22

City Supp.
000137-000138

OHSUSA:758876945.1
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when you get into exemptions, and the California

legislature has taken over exemptions in individual

bankruptcy cases, but that's specifically authorized by

the Bankruptcy Code.

I look at this and I just am in wonderment.

Does anybody think this is valid and why? So that's

another question that I need answered. Okay. So that's

from 50,000 feet my summary of the picture that's

emerging as I put the pieces in this puzzle together.

Now, one of the implications is that I might

very well conclude that, in fact, the CalPERS contract

could be rejected, that I might conclude that the $1.5

billion lien is not enforceable, and then -- but that

does not necessarily mean that this plan of adjustment

which is proposed without any adjustment -- without any

change to pensions is necessarily not confirmable. It

might be perfectly well be confirmable even if we accept

that this is the state of the California Public Employee

law.

So it might be helpful if the City provided

somewhat more focused analysis on why I should be

confirming this plan in its current form if one assumes

that what I've been hearing about CalPERS -- about the

viability of the CalPERS contract and the lien and all

that is actually not accurate.

47
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I guess it comes back to a point I think I made

in my findings at the time of the eligibility

determination and that was when the protesting bond

creditors were complaining that there was no haircut

being offered to CalPERS. I pointed out that there was a

de facto haircut associated with the reduction of

employment and the various concessions that had been made

in collective bargaining agreements that ratcheted down

some of the why's and obligations of the City.

Looking back on it, I am convinced -- I think

I'm even more convinced that my analysis was correct at

the time. And I don't know that, in that sense, CalPERS

really is correct. In the case, certainly there are

reasons why it qualifies as a party of interest, but it's

maybe a debatable point whether they're really a

creditor. Certainly the real party in interest with

respect to any given pension is the individual who is

going to get that pension and nobody else.

So, City, you may want to, in light of the

picture that's emerging here with CalPERS and

anticipating that Franklin might want to weigh in its

analysis in light of the way I'm going, brief that.

Franklin, you can do anything you want. So I'm just

saying it would be helpful to hear from CalPERS about

where I'm off base and where I'm not.
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12DIRECT TESTIMONY
DECLARATION OF DAVID LAMOUREUX 2012-32118

of money needed to fund the unfunded liability that resulted from the 2008/2009 investment losses.

The CalPERS Board determined that, because of the 2008/2009 losses, employers should retire the

unfunded liability on a more accelerated basis. This policy decision has the effect of front loading

the payments necessary to fund benefits such that contributions will increase and be higher than

under the previous approved amortization policies for a period of about 25 years following which the

contribution amounts will begin to decline and be lower than they would have been under the old

amortization policies. Ex. 9 depicts the forecasted trend of contributions amounts over the next

thirty years.

37. Stockton’s valuation results are similar in volatility to those of other California

municipalities. For all plans, volatility occurs when actuarial assumptions are not met. Volatility

could come in the form of investment returns being higher or lower than expected and also in the

form of members retiring earlier than anticipated, members living longer than assumed or members

receiving larger salary increases than assumed. In any year, contribution requirements are as likely to

either increase or decrease as a result of actual experience being different than assumed. If focusing

on contribution rates instead of contribution amounts, hirings and layoffs, which are in the City’s

control, are a major driver of contribution rate volatility. Projected rates are based on payroll

increasing at 3% per year. The rates included in the 2010 valuation were based on that assumption

but, because payroll was lower a year later, CalPERS revised the rates upward to reflect the lower

payroll and the higher rates necessary to generate the same amount of contributions toward the

unfunded liability. The following year, the rates again increased to reflect the Board’s changes to

amortization. This year, CalPERS will once again revise the projected rates to reflect the change in

actuarial assumptions adopted this February. It is not true that contribution rates constantly increase.

Contribution rates have declined for various reasons over the years and going forward they are as

likely to either increase or decrease from their current projected levels.

VI. Termination

38. The PERL allows for voluntary termination by a contracting agency and in certain

circumstances, CalPERS may unilaterally terminate its relationship with a contracting agency. In the

*-40 $%!&%$$( ,120/ #'"%)"$' +3. $''#
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13DIRECT TESTIMONY
DECLARATION OF DAVID LAMOUREUX 2012-32118

event of termination, a terminated agency is required to make a payment to CalPERS in an amount

determined by the CalPERS Board (based on actuarial information) to be sufficient to ensure

payment of all vested pension rights of the terminated agency’s employees accrued through the

termination date (“Termination Payment”). The Termination Payment goes into the “Terminated

Agency Pool.” Once the Termination Payment is made, CalPERS has no further recourse to a

terminating employer. If a terminated agency the size of the City fails to pay the Termination

Payment, benefits may have to be reduced pro rata based on the amount of the Termination Payment

that is not funded. Once the terminated agency’s assets and liabilities have been merged into the

Terminated Agency Pool, no further benefit adjustments are permitted under the PERL. As a result,

the pool is subject to actuarial risk.

39. When determining the Termination Payment, CalPERS is subject to actuarial risks

including longevity risk, investment risk, inflation and wage-growth risk associated with the future

payment of the terminated agency’s benefits. Ex. 10, (Dec. 2012 Agenda Item). Unlike in an

ongoing plan, these risks cannot be addressed by adjusting contribution rates in future years. Because

there is no mechanism for receiving additional payments should the actuarial assumptions not be met,

the investments in the Terminated Agency Pool, and the assumptions to determine the Termination

Payment, must be more conservative. To address the longevity risk, the Termination Payment

calculation includes an increase to the liabilities to address mortality fluctuations. To address

investment risk, inflation and wage-growth risk, the CalPERS Board has adopted a policy to

determine the discount rate, inflation assumption and wage growth assumption for termination

calculations. Ex. 11 (CalPERS Circular Letter No. 200-058-11 (August 19, 2011)); Ex. 12 (August

2011 Agenda Item). In addition, the CalPERS Board recently adopted a conservative asset allocation

for the Terminated Agency Pool, providing that assets will be invested in treasury bonds. Ex. 10

(Dec. 2012 Agenda Item).

40. A primary driver in determining the amount of the Termination Payment is the setting

of the discount rate, which is a reflection of the asset policy or how the assets are invested. Given the

conservative nature of the investments in the Terminated Agency Pool, the discount rate related to a

*-40 $%!&%$$( ,120/ #'"%)"$' +3. $''#
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14DIRECT TESTIMONY
DECLARATION OF DAVID LAMOUREUX 2012-32118

Termination Payment is low when compared with the actuarial rate for the portfolio for ongoing

participating agencies. The cumulative effect of these policies is that a terminated agency’s actuarial

liability upon termination is larger than the actuarial liability on an ongoing basis.2

41. Stockton’s Annual Valuation Reports each provide a line item for “unfunded

termination liability,” which is an estimate of how much Stockton would owe to CalPERS if its

contracts had been terminated as of June 30, 2012. The Miscellaneous Plan lists this unfunded

termination liability at $575,931,065 and the Safety Plan lists this unfunded termination liability at

$1,042,390,452, for a total of more than $1.6 billion. Exs. 6 & 7, Safety Valuation Report at 28 &

Miscellaneous Valuation Report at 28. If a terminated agency fails to pay the Termination Payment,

benefits to employees must be reduced pro rata based on the amount of the Termination Payment that

is not funded.3 Cal. Gov. Code § 20577. CalPERS may reduce the benefits payable under the

terminated contract only once. Id. After the terminated agency’s assets and liabilities have been

merged into the Terminated Agency Pool account, the PERL permits no further benefit adjustments.

Id. § 20578.

42. When a plan is terminated, the PERL imposes a lien in favor of CalPERS “on the

assets of a terminated contracting agency, subject only to a prior lien for wages.” Cal. Gov. Code §

20574. Legislative history confirms that this section immediately provides CalPERS with the rights

of a senior secured creditor as a matter of law. The legislature expressly intended to “grant PERS a

lien against the assets of public agencies who have terminated their membership in the system,

usually as a result of agency dissolution and bankruptcy who have unfunded liabilities owed to PERS

for vested employee benefits and have no ability to pay such liabilities.” Ex. 13 at 35 (relevant

portions of Legislative History of California Government Code § 20574).

2
Furthermore, a terminating agency owes CalPERS the costs of collection, including attorneys’ fees.

Cal. Gov. Code § 20574.

3
CalPERS may choose to make no reduction or a lesser reduction if the CalPERS Board has made

reasonable efforts to the collect the payment and the CalPERS Board determines that failure to make
a reduction will not impact the actuarial soundness of the Terminated Agency Pool account. Cal.
Gov. Code § 20577.5.
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43. If Stockton chose to terminate its relationship with CalPERS, the City would be faced

with an immediately due and owing massive termination liability secured by a senior lien on all its

assets. The estimated combined unfunded termination liability for both of the City’s plans as of

2012, net of the value of assets in the plans, is approximately $1.6 billion, as more particularly

described in paragraph 41 above.

44. I have read the “Reply of Franklin High Yield Tax-Free Income Fund and Franklin

California High Yield Municipal Fund to the CalPERS Brief Regarding Pension Liabilities

(the “Reply”). The Reply argues that a large portion of a termination claim “would not be an allowed

claim because it would exceed the City’s actual pension liability.” Reply, 9:4-5. That is not correct

because, in a termination situation, the termination claim is the actual unfunded pension liability.

The Reply misapprehends the meaning of actuarial liability and the difference between an ongoing

plan and a terminated plan. In an ongoing plan, adjustments can be made to future contributions as

the actuarial results differ from actuarial assumptions and as assumptions change over time. In a

terminated plan, there are no future contributions and no ability to make adjustments. Consequently,

the actuarial liability for a terminated plan is necessarily greater than the actuarial liability for an

ongoing plan, and the unfunded actuarial liability on termination is the amount that would be needed

to fully fund the plan because there will be no further contributions and would therefore be the

amount of the claim.

45. In a termination, CalPERS would continue benefits without reduction only if the

Board were to find that benefit continuation will not impact the actuarial soundness of the Terminated

Agency Pool. Cal. Gov. Code § 20577.5. As a result, because Stockton could not fund its shortfall

following a hypothetical termination, in the event that Stockton did not fund a material amount of its

contribution obligations, CalPERS would be required to reduce benefits before merging Stockton’s

assets into the Terminated Agency Pool.

46. Further, if the City chooses to terminate its relationship with CalPERS, the City could

not enter into a new relationship with CalPERS for at least three years from the date of termination.

Id. § 20460. Although the City’s existing employees that had benefits accrued as of the termination
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date in CalPERS would retain their benefits (albeit likely reduced dramatically), they would earn no

additional benefits, and new employees would have no retirement system in which to participate.

VII. Portability

47. Generally, benefits accrued by an employee while working for one agency

participating in CalPERS are portable should that employee move to another CalPERS participating

employer. This is also true for employers who enjoy reciprocity with CalPERS. This means that

benefits will continue to accrue uninterrupted when an employee transfers to another employer albeit

under the benefits formulas and other ancillary benefits provided for under employment agreements

for each employer during the time of service for that employer. Each agency will bear responsibility

for payment for the benefits accrued during the service of the employee. For example, for an

employee who works for Stockton for fifteen years and then works for the City of Davis for five

years, the benefits will be funded by Stockton for the fifteen year period and by Davis for the five

year period. If the Stockton plan were to be terminated, the benefits for Stockton employees would

likely be reduced for the period of their service with Stockton if Stockton failed to pay a substantial

portion of its termination liability. For employees that transfer to another employer that was also part

of the CalPERS system, they would continue to accrue benefits that would not be subject to reduction

on account of the termination of the Stockton plans.

VIII. Policy Reasons for Enforcing the State’s Strict Requirements for Timely Employer

Contributions

48. CalPERS’ principal responsibility is to maintain the integrity of the California Public

Employees’ Retirement System. The ability of the sponsor of a defined benefit pension plan to

maintain an orderly and reliable schedule of benefit payments is the principal factor in providing

benefit security for retirees and in the maintenance of an actuarially sound plan. If a City like

Stockton does not timely make its required payments, the actuarial soundness of the fund will be

negatively impacted. The actuarial calculations are premised on the assumption that contributions

will be made when required and invested when made. When contributions are delayed beyond the

required date, the plan falls out of actuarial balance and actuarial soundness is put in jeopardy. By
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the City Council’s overarching policy objective starting with the AB 506 process initiated in early

2012. This is in the best interests of the City and its residents. Raiding these reserves for

payments to Franklin would imperil the City’s financial viability.

17. Similarly, if the City were to substitute Franklin’s business judgment for its own

by submitting a plan that impaired CalPERS, Franklin would fare worse than it would under the

City’s Plan. If the City were to impair CalPERS, then CalPERS would have an immediate

unsecured claim worth approximately $1.62 billion.5 The claim from CalPERS would represent

73.3% of the unsecured claims pool, compared with a roughly 24.7% share for Retiree Health

Benefit Claimants ($545 million) and an approximate 1.58% share for Franklin (even assuming

the Franklin claim is in the amount of $35 million as opposed to $10.4 million).

The City’s Projections Of Its CalPERS Obligations Are Sound

18. On the expense side, the City’s projections of its CalPERS obligations are sound.

In September 2013, the City received a long-range projection of CalPERS employer rates6 for its

Safety and Miscellaneous employee plans from its actuary, The Segal Company (“Segal”), using

the CalPERS June 30, 2011 valuation, the latest then available, and taking into account the

following anticipated changes7:

a. Rate smoothing and unfunded liability amortization changes phased in over five

years. These changes would result in significant short-term increases in rates, but with fixed

periods for amortization, rates would drop as various “layers” of unfunded liability become fully

amortized, ultimately leaving only the levy of a rate for “normal” costs with prior unfunded

liabilities completely paid off and all employees under the Public Employees’ Pension Reform

5 This $1.62 billion is the amount which CalPERS claims it would be due as the total of the “Unfunded Termination
Liability” for the combined Safety and Miscellaneous plans, using the “Termination Liability Discount Rate” of
2.98%, the yield of the 30-year US Treasury Separate Trading of Registered Interest and Principal of Securities
(STRIPS) as of June 30, 2012. Attached hereto as Exhibits N and O are true and correct copies of excerpts from the
CalPERS Annual Valuation Reports as of June 30, 2012 for the Miscellaneous and Safety Plans for the City of
Stockton, respectively. See page 28 of Exhibit N and page 28 of Exhibit O for CalPERS’ calculation of the
“Unfunded Termination Liability” for the Miscellaneous and Safety Plans, respectively. Because the City intends not
to terminate the CalPERS contracts, the City has not researched this number and thus does neither agrees nor
disagrees with this amount.
6 The employer rate consists of a “normal cost” rate to pay the cost of service accrued for active employees for the
upcoming fiscal year, and an “unfunded rate” to pay the fiscal year’s amortized portion of unfunded liability (the
amount by which accrued liabilities exceed the actuarial value of assets). These rates are applied to the “PERSable
income” of active employees to generate the amounts payable to CalPERS.
7 A true and correct copy of Segal’s rate forecast, with assumptions, is attached hereto as Exhibit P.
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R?OD[ OD JZOY WNYFH IUJ OJ NMY? ZNY J? W?]F UV `OJZ JZF ]?DFX

J? VNX <ENDTMOD ]?EF JZND N VFDDX ?D JZF R?MMNEA

3DR . JZODT JZF FQORFDWF YZ?`Y JZNJ OD PNWJ JZF 8OJX

FNYOMX W?UMR R? JZNJH OP OJ ǸDJFR J?A ;UE PUDRN]FDJNM V?ODJ

OY JZF 8OJX WNDbJ YNX iKFbEF [?OD[ J? UDO]VNOE VFDYO?DYH

`FbEF [?OD[ J? VNX P?E JZF VFDYO?D YVOTOD[ IFWNUYF OJ ?̀UMR

IF ODFgUOJNIMF J? NMM JZF VF?VMF Z̀? RORDbJ YVOTF JZFOE

VFDYO?DY NDR JZFX NEF D?J [FJJOD[ N MNE[F VFDYO?DHi NDR JZFD

JUED J? <ENDTMOD NDR YNX i2?EEXH `F ZNQF D?JZOD[ MFPJ P?E

X?UAi /ZNJ OY ?UE IFFP ÒJZ EFYVFWJ J? JZF VFDYO?D

MONIOMOJOFYA

*P# $%Q+*G 4UJ `ZNJ .b] YJOMM D?J [FJJOD[ OY `ZFJZFE

X?U ZNQF N Y?MUJO?D P?E EF]FRXOD[ VNYJ VFDYO?D YVOTOD[ JZNJ

R?FY D?J N]?UDJ J? [FJJOD[ Y? ND[EX NJ N VFDYO?D YVOTFE JZNJ

X?U NEF [?OD[ J? JNTF N D?D>VFDYO?D YVOTFE ?UJ NDR YZ??J

JZF]A

)+I @%P&"*%&G . JZODT JZNJ `F ZFNER BEA =N]?UEFU^

JFYJOPX JZNJ OP JZFEFbY ND O]VNOE]FDJ ?P VFDYO?DH JZF

O]VNOE]FDJ NVVMOFY ENJNIMXA

*P# $%Q+*G /ZNJ ]FNDY NWE?YY JZF I?NERA

)+I @%P&"*%&G 9FNZA 2? . R?DbJ TD?̀ JZNJ JZFEF OY N

Y?MUJO?D JZNJ YNXY X?U WND VOWT NDR WZ??YF N]?D[ VF?VMF `OJZ

QFYJFR IFDFPOJY NDR YNX X?UbEF D?J J?UWZFR NDR X?UbEF

J?UWZFRA . R?DbJ IFMOFQF JZNJ JZNJ WND IF R?DFH NJ MFNYJ

NWW?EROD[ J? BEA =N]?UEFU^bY JFYJO]?DXA
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*P# $%Q+*G KFMMH .b] fUYJ JFYJOD[ X?UE JZF?EXA

)+I @%P&"*%&G ,Z>ZUZA

*P# $%Q+*G 2? <ENDTMODbY JZF?EX OY X?U W?UMR D?J

ORFDJOPX VFDYO?DFEY IX DN]F NDR JEFNJ JZF] YFVNENJFMX INYFR

?D `ZFJZFE JZFX `FEF YVOTFEY ?E D?Jd

)+I @%P&"*%&G . TD?` ?P D? `NX J? R? JZNJH W?EEFWJA

.P VFDYO?DY NEF O]VNOEFRH . UDRFEYJNDR JZNJ JZF O]VNOE]FDJ

ZNY J? IF NWE?YY JZF I?NERA

B?QOD[ INWT J? IFYJ ODJFEFYJA KF `FDJ JZE?U[Z JZF

JZEFF WNJF[?EOFY ?P FQORFDWFH JZF NIOMOJX J? VNX UDRFE JZF

=?D[>6ND[F <ODNDWONM 7MNDH JZF NIOMOJX J? VNX PE?] 7<<YH NDR

JZF NIOMOJX J? O]VNOE VFDYO?DYA

KF YUI]OJ JZF 8OJXbY VMND OY D?J OD JZF IFYJ ODJFEFYJ

?P WEFROJ?EYH WFEJNODMX D?J OD JZF IFYJ ODJFEFYJ ?P <ENDTMODA

3Y N W?DYFgUFDWFH `F YUI]OJ JZF 8OJX ZNYDbJ WMFNEFR JZF POEYJ

NDR ]?YJ INYOW ZUERMF J? ǸER W?DPOE]NJO?DA

=FJbY JUED J? JZF YFW?DR ?DFH `ZOWZ OY WMNYYOPOWNJO?DH

UDPNOE ROYWEO]ODNJO?DA KF NYYFEJ JZNJ JZF VMND UDPNOEMX

ROYWEO]ODNJFY N[NODYJ <ENDTMOD IX VE?QOROD[ ?JZFE WEFROJ?EY

`OJZ EFW?QFEOFY JZNJ NEF &+ J? "++ JO]FY [EFNJFE JZND

<ENDTMODbY EFW?QFEXA

/ZOY ?DF OY ]?EF YJENO[ZJP?E`NER PE?] N MF[NM YFDYFH

OD JZF YFDYF JZNJ JZFEF EFNMMX OYDbJ N UDOgUF 8ZNVJFE *

?QFEMNX MOTF OD JZF IFYJ ODJFEFYJ JFYJA 4UJ OJ OY N IOJ

DUNDWFR RUF J? JZF ǸX JZNJ JZF 8OJX WMNYYOPOFR VMNDY UDRFE

d��� t���O QQQQRV
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R?MMNEY OD VFDYO?D ?IMO[NJO?DYA

2? NY X?U WND YFFH OJbY D?J QFEX >> OJbY PNOEMX Y]NMMH

FYVFWONMMX `ZFD X?U W?]VNEF OD YOaF J? MOTF N VMNDH MOTF JZF

8OJX ?P 2J?WTJ?DA .P X?U NRR UV DU]IFEY P?E JZF 8OJX ?P

2J?WTJ?DH JZFX ZNQF NI?UJ #A' IOMMO?D R?MMNEY ?P VFDYO?D

?IMO[NJO?D NJ JFE]ODNJO?D JZNJ `?UMR ]?EF JZND FNJ UV JZF

FDJOEF V??M ?P "(+ >> ?P )* ]OMMO?D R?MMNEY ?P MONIOMOJOFYA

QF @NY JZFEF FQFE IFFD N 8OJX JZF YOaF ?P 2J?WTJ?D JZNJbY

JFE]ODNJFR OJY EFMNJO?DYZOV NDR [?DF ODJ? JZF JFE]ODNJFR

N[FDWX V??Mg

"F -?A

QF 2? OP N JFE]ODNJO?D WMNO] OY D?J VNORH NDR VFDYO?DY

NEF EFRUWFRH `ZFEF R?FY JZF NWJUNEONM QNMUF YZOPJH ?E JZF

NWJUNEONM EOYT YZOPJg

"F 2? INYOWNMMXH NJ JFE]ODNJO?DH INYOWNMMX JZF NWJUNEONM

EOYT YZOPJY J? 8NM7062A 3DR X?U W?UMR ]NTF JZF NE[U]FDJ JZNJ

]NXIF OJ YZOPJY J? JZF ?JZFE F]VM?XFEY ?P 8NM7062H IFWNUYF

X?U ZNQF J? TFFV OD ]ODR JZNJ FQFD JZ?U[Z `F ZNQFH . IFMOFQFH

WM?YF J? #)+ IOMMO?D R?MMNEY NJ 8NM7062H OJ R?FY D?J IFM?D[

J? 8NM7062A .JY ]F]IFEY >> OJ EFNMMX IFM?D[Y J? JZF ]F]IFEY

?P 8NM7062H JZF F]VM?XFEYA

2? J? JZF F^JFDJ NJ ?DF V?ODJ JZF JFE]ODNJFR N[FDWX

V??M `FEF J? EUD ?UJ ?P ]?DFXH ?E JZF NWJUNEONM EOYT V??M

EUDY ?UJ ?P ]?DFXH NY . YJNJFR FNEMOFEH OD ?ERFE J? VNX JZ?YF

]F]IFEYb IFDFPOJYH JZF ]?DFX ?̀UMR ZNQF J? W?]F PE?]
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Y?]F̀ ZFEFH ]?YJ MOTFMX PE?] JZF EFYJ ?P JZF 7UIMOW 0]VM?XFF

6FJOEF]FDJ <UDRA

QF 3DR OP JZF 8OJX JFE]ODNJFR OJY EFMNJO?DYZOV `OJZ

8NM7062H `?UMR 8NM7062 NR]ODOYJFE ND?JZFE IFDFPOJ VMND P?E

JZF 8OJX >>

"F -? >>

QF >> ?E VFDYO?D VMNDg

"F >> NDR F̀ WNDD?JA 4X MN H̀ JZFX `?UMR ZNQF J? `NOJ

JZEFF XFNEY IFP?EF EFW?DJENWJOD[ `OJZ UYA 3DR FQFD OP JZFX

RORH JZF MN` EFeUOEFY JZNJ JZFX JNTF INWT NMM ?P JZFOE VEO?E

MONIOMOJOFY JZNJ JZFX ZNR VEO?E J? JFE]ODNJO?DA

QF 8ND IFDFPOJY IF EFRUWFR ?JZFE JZND JZE?U[Z N

JFE]ODNJO?D ?P JZF VMNDg

"F -?J UDRFE WUEEFDJ MN` OD JZF 706=A

QF -?`H ?DF W?DWFVJ JZNJ OY >> JZNJ ZNYDbJ IFFD ROYWUYYFR

OY JZF W?DWFVJ ?P V?EJNIOMOJXH `ZFJZFE ?E D?JH P?E F^N]VMFH N

8NM7062 IFDFPOJ WND [? PE?] ?DF 8OJX J? ND?JZFE 8OJXH Y? OJ

]NTFY OJ FNYX P?E VF?VMF J? MFNQFA 8ND X?U F^VMNOD JZF

W?DWFVJ ?P V?EJNIOMOJX NY OJ NVVMOFY J? 8NM7062 VFDYO?DYg

"F 2UEFA .JbY ?PJFD EFPFEEFR J? OD 8NM7062 NY

hEFWOVE?WOJXAh 2? OP X?U ZNQF Y?]F?DF `?ETOD[ P?E JZF 8OJX

?P 2J?WTJ?DH NDR JZFX RFWORF .b] [?OD[ J? [? `?ET P?E JZF

8OJX ?P 1NQOYH P?E F̂ N]VMFH FQFEX F]VM?XFE `OJZOD 8NM7062 ZNY

`ZNJ `F WNMM EFWOVE?WOJXA

2? FNEMOFE . ]FDJO?DFR JZNJ JZF IFDFPOJY ?P 8NM7062

d��� t���O QQQQRZ
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NEF NMM INYFR ?D JZF PODNM YNMNEXH FOJZFE OD JZF MNYJ XFNE ?P

F]VM?X]FDJ ?E JZF MNYJ JZEFF XFNEY ?P F]VM?X]FDJA 3DR Z̀NJ

ZNVVFDY `OJZ EFWOVE?WOJX OY JZNJ OP Y?]F?DF OY WUEEFDJMX

`?ETOD[ P?E JZF 8OJX ?P 2J?WTJ?D JZNJbY IFFD JZFEF P?E "+

XFNEYH NDR JZFXbEF D?` FNEDOD[ i'+H+++ N XFNEH NDR JZFX MFNQF

8OJX ?P 2J?WTJ?D J?RNX J? [? J? `?ET P?E 8OJX ?P 1NQOY NDR

JZFX YJNX JZFEF P?E JZF DF^J #+ XFNEYH NDR IX JZF JO]F JZFX

EFJOEFH JZFOE YNMNEX OY D?` i"++H+++A KZFD JZFX EFJOEF PE?]

8NM7062H 8OJX ?P 1NQOY ?̀UMR VNX P?E JZF #+ XFNEY ?P IFDFPOJY

JZNJ `FEF FNEDFR `ZOMF JZF VFEY?D `?ETFR NJ 1NQOYA 3DR 8OJX

?P 2J?WTJ?D OY YJOMM EFYV?DYOIMF P?E JZF IFDFPOJY JZF VFEY?D

FNEDFR `ZOMF `?ETOD[ JZFEFA

KOJZ EFWOVE?WOJXH Z̀NJ ZNVVFDY OY JZF ZUDREFR JZ?UYNDR

R?MMNE YNMNEX JZF VFEY?D ZNY ÒJZ 8OJX ?P 1NQOY `?UMR NMY?

NVVMX J? JZF XFNEY ?P YFEQOWF `OJZ 2J?WTJ?DH ]NTOD[ OJ ]UWZ

FNYOFE P?E F]VM?XFFY J? WZND[F F]VM?X]FDJ J? [? PE?] ?DF

F]VM?XFE J? JZF DF^JH TD?̀ OD[ JZNJ NJ MFNYJH PE?] N VFDYO?D

IFDFPOJ VFEYVFWJOQFH JZF YNMNEX JZFX [FJ `OJZ JZNJ DF`

F]VM?XFE `OMM NMY? NVVMX J? NMM IFDFPOJY FNEDFR OD JZF VNYJA

2? JZNJ EFWOVE?WOJX NVVMOFY J? NMM F]VM?XFEY JZNJ

VNEJOWOVNJF OD 8NM7062H IUJ NMY? NVVMOFY J? ]?YJ VUIMOW

F]VM?XFEY OD 8NMOP?EDONH `ZFJZFE OJbY N $( >> `ZFJZFE OJbY

8NM7062H ?E `ZFJZFE OJbY N "*$( 3WJ EFJOEF]FDJ W?UDJX YXYJF]

?E 8OJX YXYJF]H 8NM7062 ZNY YFQFENM EFWOVE?WOJX N[EFF]FDJY

`OJZ ?JZFE EFJOEF]FDJ YXYJF]Y OD 8NMOP?EDONA
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QF 9?U ]FDJO?DFR b$( 3WJ W?UDJXf WND X?U dUYJ F V̂MNOD

`ZNJ JZNJ ]FNDYg

"F .JbY INYOWNMMX >> N[NODH JZFX ZNQF JZFOE ?`D YFWJO?D

?P JZF MǸ A . IFMOFQF OJbY WNMMFR JZF "*$( 3WJA

2? EF]F]IFE IFP?EFH `ZFD . ]FDJO?DFR JZF 2JNJF R?FY

D?J EFNMMX ZNQF N W?DJENWJH JZNJ NMM ?P JZF IFDFPOJY JZNJ

]F]IFEY ?P JZF 2JNJF [FJ NEF YFJ OD JZF 706=A <?E ]F]IFEY

JZNJ NEF UDRFE $( 3WJ EFJOEF]FDJ YXYJF]H N[NOD NMM ?P JZF

IFDFPOJY JZNJ JZFYF ]F]IFEY [FJ NEF YJNJFR OD JZNJ EFJOEF]FDJ

MN`A

'L$ *-N('D .Y 2?D?]N 8?UDJX ND F N̂]VMF ?P JZF "*$(

3WJg

'L$ 9+'%$))D -?H IFWNUYF 2?D?]N 8?UDJX VNEJOWOVNJFY

OD 8NM7062A 4UJ JZF 8OJX NDR 8?UDJX ?P 2ND <ENDWOYW? ZNY OJY

?`D EFJOEF]FDJ YXYJF]H 2JNDOYMNUY 8?UDJX . IFMOFQF ZNY OJY

?`D EFJOEF]FDJ YXYJF]A

#(F (0"%D 3WJUNMMXH . R?DbJ JZODT 2?D?]N 8?UDJX OY OD

8NM7062A

#)F 2--&(+*LD 2?D?]N 8?UDJX OY D?J OD JZF 3WJA

#(F (0"%D

QF @?` ]NDX N[FDWOFY NEF WUEEFDJMX `OJZ 8NM7062 J?RNXg

"F 6?U[ZMX NI?UJ "'++ YFVNENJF W?DJENWJOD[ N[FDWOFYA ;D

J?V ?P JZNJ F̀ ZNQF NMM JZF YWZ??M ROYJEOWJYH `ZOWZ ZNQF

?QFE >> ?QFE #+++H NDR NMM ?P JZF 2JNJF N[FDWOFYA

QF 0NYX J? [FJ W?DPUYFRg
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_UYJ IEOFPMXH Z̀NJ NEF JZF YJFVY JZF 8OJX `?UMR ZNQF

J? JNTF J? YFJ UV OJY ?`D VFDYO?D VMNDd

(I KFMMH JZFEFbY gUOJF N PF` YJFVY JZF 8OJX `?UMR DFFR J?

JNTFA -?̀ EF]F]IFE JZNJ 8NM7062 ZNY OJY ?`D >> JZF ?DMX

EFNY?D JZNJ 8NM7062 OY OD F^OYJFDWF OY INYOWNMMX J?

NR]ODOYJFE JZF VFDYO?D IFDFPOJY ?P JZF ]F]IFEY ?P 8NM7062H Y?

JZFX ZNQF [?J FQFEXJZOD[ J? YFJ UV J? NR]ODOYJFE JZOY VMNDA

/ZF 8OJX ?P 2J?WTJ?DH OP OJ `FEF J? YJNEJ OJY ?`D

VFDYO?D VMNDH JZFX ?̀UMR DFFR J? [FJ UV>J?>YVFFR J?

NR]ODOYJFE N IENDR>DF` VMNDA 2? JZFXbR ZNQF J?H P?E F^N]VMFH

JZFXbR ZNQF J? ZOEF ND NWJUNEXA /ZFXbR ZNQF J? ZOEF MF[NM

ZFMV J? ZFMV JZF] YFJ UV JZF VMND JFE]YA /ZFX `?UMR DFFR J?

VUJ OD N VFDYO?D NR]ODOYJENJO?D YXYJF]A

3DR JZF VFDYO?D NR]ODOYJENJO?D YXYJF] `?UMR JENWT JZF

F]VM?XFFYH JZF NWJOQF F]VM?XFFYH JZF EFJOEFR F]VM?XFFYH NDR

INYOWNMMX TFFV NMM ?P JZF RNJN JZNJ `?UMR IF DFFRFR J? VNX

JZF IFDFPOJYA

/ZFX `?UMR DFFR J? ZOEF YJNPP OD ?ERFE J? EUD JZOY

NR]ODOYJENJO?D YXYJF] NDR INYOWNMMX EUD JZFOE DF` VFDYO?D

VMNDH JZFX `?UMR ZNQF J? FYJNIMOYZ N I?NER ?P JEUYJFFY Z̀?

`?UMR IF EFYV?DYOIMF P?E ]NTOD[ RFWOYO?DY NI?UJ JZF VFDYO?D

VMND NDR YFJ UV I?NER ]FFJOD[Y NDR EFYV?DYOIOMOJOFYH JZFXbR

DFFR J? PODR N JEUYJFF J? Z?MR NYYFJYH JZFXbR DFFR J? NY VNEJ

?P JZNJ RFQFM?V ND ODQFYJ]FDJ V?MOWX J? RFJFE]ODF Z?` JZFX

NEF [?OD[ J? ODQFYJ JZF NYYFJYA
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3Y VNEJ ?P JZF VFDYO?D NR]ODOYJENJO?D YXYJF] JZFX

`?UMR DFFR J? ZNQF JZF NIOMOJX J? WUJ WZFWTY J? EFJOEFFY ?DWF

]F]IFEY IFW?]F EFJOEFRH JZFXbR NMY? DFFR J? JENWT JZF RFNJZY

?P PUJUEF EFJOEFFYH JZFX `?UMR DFFR J? >> ]?YJ O]V?EJNDJMX

JZFXbR DFFR J? INE[NOD ÒJZ JZF F]VM?XFFY NY J? `ZNJ JZF

MFQFM ?P IFDFPOJY ?̀UMR IF IFWNUYF JZFX `?UMR ZNQF J? ZNQF ND

N[EFF]FDJ `OJZ F]VM?XFFY NI?UJ JZF MFQFM ?P IFDFPOJYH NDR NMM

?P JZNJ `?UMR DFFR J? IF R?DF OD NRQNDWF ?P YFJJOD[ UV JZF

NR]ODOYJENJO?D YXYJF] IFWNUYF JZF NR]ODOYJENJO?D YXYJF] `?UMR

DFFR J? TD?` `ZNJ IFDFPOJY YZ?UMR IF QNMUFRA

SI @?` M?D[ `?UMR OJ JNTFH OD X?UE QOF`H P?E JZF 8OJX J?

YFJ UV YUWZ N VMNDd

(I . `?UMR YNX JZNJ OJ `?UMR IF N ]ODO]U] ?P YÔ ]?DJZY

NDR EFNMMXH ]?EF EFNMOYJOWNMMXH NJ MFNYJ N XFNEA /ZF

W?MMFWJOQF INE[NODOD[ `?UMR JNTF gUOJF N Z̀OMFH . `?UMR

YUYVFWJH NDR JZFD PODROD[ ND NR]ODOYJENJ?E NDR YFJJOD[ UV

JZOY NR]ODOYJENJO?D YXYJF] `?UMR NMY? JNTF gUOJF N IOJ ?P

JO]F NY `FMMA 2? . `?UMR YNXH X?U TD?`H N XFNE VMUY `?UMR IF

N [??R FYJO]NJFA

SI K?UMR 8OJX F]VM?XFFY IF W?QFEFR IX N VFDYO?D VMND

`ZOMF NMM ?P JZNJ ǸY IFOD[ R?DFd

(I -?H JZFX `?UMR D?JA /ZFX `?UMR IFH ODYJFNRH W?QFEFR

IX 2?WONM 2FWUEOJXA

SI -?`H X?U NMY? JNMTFR NI?UJ N JZOER>VNEJX NR]ODOYJENJ?E

J? JZF VFDYO?D VMNDA
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3EF JZFEF NDXH J? X?UE TD?`MFR[FH `Z? W?UMR NWJ OD

JZNJ E?MFH JZNJ OYH NWJOD[ NY JZF VFDYO?D VMND NR]ODOYJENJ?E

P?E N 8OJX MOTF 2J?WTJ?Dd

(I .b] D?J N`NEF ?P NDX JZOER>VNEJX NR]ODOYJENJ?EY JZNJ

NR]ODOYJFE VUIMOW YFWJ?E VFDYO?D VMNDYA 9?U TD? H̀ OJbY

VEFJJX W?]]?DH OD JZF VEOQNJF YFWJ?EH P?E N JZOER>VNEJX

NR]ODOYJENJ?E J? JNTF ?QFE N W?EV?ENJF YFWJ?E VFDYO?D VMNDH

IUJ .b] D?J N ǸEF ?P NDX OD JZF VUIMOW YFWJ?EA

3DR JZF EFNY?D OY JZNJ OD JZF VEOQNJF YFWJ?EH JZF

IFDFPOJY NDR JZF EUMFY YUEE?UDROD[ VEOQNJF YFWJ?E VFDYO?D

VMNDY NEF NMM QFEX F̀MM>RFPODFRA 2? VEOQNJF YFWJ?E VFDYO?D

VMNDY M??T VEFJJX YO]OMNE J? FNWZ ?JZFEA

2? JZFEFbY ND FW?D?]X ?P YWNMF JZNJ JZOER>VNEJX

NR]ODOYJENJ?EY WND EFMX ?D OD JZOY IUYODFYY P?E JZF VEOQNJF

YFWJ?Eh IUJ OD JZF VUIMOW YFWJ?EH VFDYO?D VMNDY NEF NMM

NWE?YY JZF I?NER QFEX ROPPFEFDJA

/ZFEF NEF D? EUMFY DFWFYYNEOMX NWWFVJOD[ YJNJF

YJNJUJFH P?E F^N]VMFH NI?UJ PUDROD[H NDR JZ?YF NEF NMM

ROPPFEFDJ NWE?YY JZF W?UDJEX NDR NWE?YY WOJOFYA 2? JZFEF

ZNYDbJ IFFD N ]NETFJ P?E N JZOER>VNEJX NR]ODOYJENJ?E J? JNTF

?D JZOY IUYODFYY OD JZF VUIMOW YFWJ?EA

SI =FJ ]F JUED J? JZF gUFYJO?D ?P VMNDDFR W?YJY W?]VNEFR

J? 8NM7062A

@?` `?UMR JZF IFDFPOJY ?E JZF W?YJY ?P YUWZ N VMNDH OP

JZF 8OJX `FEF J? R? OJ OJYFMPH W?]VNEF J? 8NM7062b W?YJYd
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DFFR J? IF W?QFEFR IX 2?WONM 2FWUEOJX OP JZF 8NM7062 W?DJENWJ

`FEF O]VNOEFRA 2? VNEJ ?P JZNJ `?UMR [? J?`NER 2?WONM

2FWUEOJX W?QFEN[FA

SI 3DR 2?WONM 2FWUEOJX OY N EFJOEF]FDJ IFDFPOJ P?E

F]VM?XFFYh EO[ZJd

(I /ZNJbY YUVV?YFRMXA 4UJ 2?WONM 2FWUEOJX OY D?J MOTF N

EFJOEF]FDJ IFDFPOJ EFNMMXH EFNMOYJOWNMMXA

SI 3DR JZNJ "A$ IOMMO?D R?MMNEY W?UMR IF UYFR J? RFPENX

JZF W?YJY ?P YFJJOD[ UV N DF` VMNDh EO[ZJd

(I .J W?UMR IF UYFR J? YFJ UV N DF̀ VMNDA 4UJ NY .

JFYJOPOFR FNEMOFEH JZOY DF` VMND ?̀UMR D?J VE?QORF IFDFPOJY

JZNJ `?UMR IF W?]VNENIMF J? 8NM7062 fUYJ P?E NMM JZF EFNY?DY

JZNJ . YJNJFR FNEMOFEA

SI 6O[ZJA 4UJ JZF 8OJX `?UMR ZNQF N YUIYJNDJONM N]?UDJ

?P ]?DFX J? VMNX NE?UDR ÒJZ JZFEFA

.D PNWJH 2J?WTJ?D ]O[ZJ FQFD IF NIMF J? ?PPFE N ]?EF

MUWENJOQF VMNDH OP OJ `NY PEFFR PE?] JZF IUERFD ?P VNXOD[ P?E

VFDYO?D>YVOTOD[ NDR JZF YODY ?P JZF VNYJ JZNJ ZNR IFFD JZF

YUIfFWJ ?P JZOY WNYFH `?UMRDbJ OJd

(I . R?DbJ DFWFYYNEOMX N[EFF `OJZ JZNJA . R?DbJ ZNQF NDX

INYOY P?E JZNJ W?DWMUYO?DA

SI 3DR X?UE NDNMXYOY NMY? R?FYDbJ JNTF ODJ? NWW?UDJ JZF

PNWJ JZNJ JZF 2J?WTJ?D F]VM?XFFH Z̀? YJNXFR ?D `OJZ 2J?WTJ?DH

]O[ZJ ZNQF ZO[ZFE JNTF>Z?]F VNX IFWNUYF ZFbY D?J VNXOD[ ODJ?

8NM7062h W?EEFWJd
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?P N VFDYO?D VMND Z̀OWZ ?̀UMR ]FND RFJFE]ODOD[ Z?̀ JZNJ VMND

`?UMR ?VFENJF NDR Y? P?EJZH `F W?UMR VOD R? D̀ JZF RFJNOMY ?P

JZNJA /ZNJ `?UMR IF ?DF ?VJO?DA

/ZF 8OJX NMY?H ODYJFNR ?P VUJJOD[ OD N RFPODFR IFDFPOJ

VE?[EN]H VUJ OD N RFPODFR W?DJEOIUJO?D VE?[EN]A

/ZF JZOER ?VJO?D `?UMR IF J? DF[?JONJF `OJZ

2ND _?NgUOD 8?UDJX J? FDJFE ODJ? JZF "*$( 3WJ VMND JZNJ

2ND _?NgUOD 8?UDJX OY WUEEFDJMX ODA

@?`FQFEH JZFYF JZEFF ?VJO?DY NEF NMM YFW?DRNEX J? JZF

PNWJ JZNJ ?DWF JZF 8OJX ?P 2J?WTJ?D F]VM?XFFY NEF D?J W?QFEFR

IX 8NM7062H JZFD JZFX `?UMRDbJ IF W?QFEFR IX NDX VFDYO?D VMND

?E NDX RFPODFR IFDFPOJ ?E RFPODFR W?DJEOIUJO?D VMND NDR JZFX

NEF WUEEFDJMX D?J W?QFEFR IX 2?WONM 2FWUEOJXA

3DR JZF EFNY?D JZNJ JZFX NEF NIMF J? D?J IF W?QFEFR IX

2?WONM 2FWUEOJX OY IFWNUYF JZFX ZNQF N RFPODFR IFDFPOJ VMNDA

;DWF JZNJ RFPODFR IFDFPOJ VMND ?E NDX VMND OY D?J ?PPFEFRH

JZF F]VM?XFFY `?UMR DFFR J? FDJFE 2?WONM 2FWUEOJX NDR J?

YJNEJ VNXOD[ JZF W?DJEOIUJO?DY J? ǸERY 2?WONM 2FWUEOJXH `ZOWZ

NEF 'A# VFEWFDJ JZNJ JZF ]F]IFE VNXY NDR 'A# VFEWFDJ JZNJ JZF

F]VM?XFE `?UMR VNXH P?E N J?JNM ?P "#A% VFEWFDJA

;DWF X?U [FJ ODJ? 2?WONM 2FWUEOJXH X?U WND DFQFE W?]F

?UJA

SI 3MM EO[ZJA .bMM W?]F INWT J? JZNJ P?E N YFW?DRH IUJ

MFJ ]F NYT X?U N W?UVMF ?P gUFYJO?DY NI?UJ JZF POEYJ ?VJO?DA

9?U YNOR YFJJOD[ UV JZF 8OJXbY ?`D ODRFVFDRFDJ VFDYO?D VMNDA
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JZNJ WFEJNOD VF?VMF NEF [?OD[ J? ROF Y??DFE JZND ?JZFE

VF?VMFH Y? `F WND NRQNDWF PUDRY P?E JZNJ NDR OD PNWJ JNTF

WEFROJ P?E JZF R?MMNEY JZNJ `F YNQF IX VF?VMF RXOD[ FNEMX J?

VNX P?E JZ?YF `Z? ÒMM MOQF M?D[FEA

.D N RFPODFR W?DJEOIUJO?D VMNDH NY ND ODROQORUNMH X?U

R?DbJ TD?̀ Z?̀ M?D[ X?U NEF [?OD[ J? MOQFA 2? X?U `OMM ZNQF

J? INYOWNMMX NYYU]F JZNJ X?U ÒMM NWZOFQF ]N Ô]U] MOPF

F^VFWJNDWX NDR X?U ]NDN[F X?UE ]?DFX JZNJ `NXH `ZOWZ NY X?U

WND O]N[ODF `?UMR IF N WZNMMFD[FA

SI @?` R? ODQFYJ]FDJ EFJUEDY JXVOWNMMX W?]VNEF IFJ`FFD

RFPODFR W?DJEOIUJO?D VMNDY NDR RFPODFR IFDFPOJ VMNDYd

(I KFMMH RFPODFR IFDFPOJ VMNDY NEF [FDFENMMX ODQFYJFR NDR

]NDN[FR IX VE?PFYYO?DNMYA 3DR Y? JZFEF ZNQF IFFD N DU]IFE ?P

YJUROFY JZNJ ZNQF IFFD UDRFEJNTFD EF[NEROD[ ODQFYJ]FDJ

EFJUEDY OD RFPODFR W?DJEOIUJO?D QFEYUY RFPODFR IFDFPOJA

3DR [FDFENMMX JZFEFbY N " J? # VFEWFDJ YVEFNR

ROPPFEFDWF IFJ̀ FFD ODQFYJ]FDJ EFJUEDY M?D[>EUDH IFJ`FFD JZF

J`? VMNDYH `OJZ RFPODFR IFDFPOJ VMNDY FNEDOD[ " J? # VFEWFDJ

]?EF FNWZ XFNE ?D NQFEN[F JZND RFPODFR W?DJEOIUJO?D VMNDY R?A

SI /NTOD[ ODJ? W?DYORFENJO?D NMM ?P JZF ROPPFEFDWFY JZNJ

X?UbQF fUYJ ROYWUYYFRH ?̀UMR 2J?WTJ?D IF NIMF J? YFJ UV N

YFVNENJF VFDYO?D VMND ?P NDX TODR JZNJ `NY FgUOQNMFDJ J?

8NM7062 OD X?UE ?VODO?Dd

(I . R?DbJ JZODT Y?A 3DR JZF EFNY?D OYH NY . ]FDJO?DFRH

NMM JZF NR]ODOYJENJOQF W?YJY NYY?WONJFR `OJZ JZF DF`
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YJNDR>NM?DF VFDYO?D VMNDH JZNJ JZNJ `?UMR NRR J? JZF W?YJY ?P

JZF VMNDH NM?D[ `OJZ JZF M?`FE ROYW?UDJ ENJF `ZOWZ `?UMR ]NTF

JZOY VMND ]?EF W?YJMXA

3DR JZFD 2?WONM 2FWUEOJXH JZF PNWJ JZNJ JZFYF

F]VM?XFFY `?UMR IF W?QFEFR IX 2?WONM 2FWUEOJX NDR `?UMR ZNQF

J? W?DJODUF J? VNX ODJ? 2?WONM 2FWUEOJXH JZNJ `?UMR ]FND JZNJ

JZF J?JNM IFDFPOJY VNOR P?E 2?WONM 2FWUEOJX OD JZF DF`

2J?WTJ?D VMND `?UMR D?J IF FgUOQNMFDJ J? JZF 8NM7062 VMNDA

2?WONM 2FWUEOJX OY PUDRFR ROPPFEFDJMX JZND N JXVOWNM

VUIMOW YFWJ?E VFDYO?D VMND OY NDR JZF F]VM?XFFY `?UMR EFWFOQF

MFYY PE?] JZFOE ]?DFX PE?] 2?WONM 2FWUEOJX JZND JZFX `?UMR OP

JZFX `FEF W?DJEOIUJOD[ J? 8NM7062A

)+I P,K#G /ZNDT X?UA

9?UE @?D?EH NJ JZOY JO]FH . ZNQF D? ]?EF gUFYJO?DYA

*P# $%Q+*G 8E?YY>F̂ N]ODNJO?DA

)+I @%P&"*%&G 9?UE @?D?EH JZOY ]O[ZJ IF N [??R JO]F

P?E N IEFNTA KF ZNQF IFFD [?OD[ NI?UJ && ]ODUJFYA

*P# $%Q+*G 3MM EO[ZJA

)+I @%P&"*%&G -? gUFYJO?D YZFbMM IF ?UJ ?P ZFEF

IFP?EF MUDWZA

*P# $%Q+*G .bMM ROYN[EFF `OJZ JZF JO]F YJNJF]FDJA .

ZNQF D? VE?IMF] `OJZ JNTOD[ N IEFNTH IUJ YZF `NY D?J ?D JZF

YJNDR P?E && ]ODUJFYA

)+I P,K#G /ZNJbY W?EEFWJA 2ZF `NY ]?EF MOTF %+

]ODUJFYH OY `ZNJ . WND WNMWUMNJFRA
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- 7 - DIRECT TESTIMONY DECL. OF KURT WILSON ISO

CONFIRMATION OF FIRST AMENDED PLAN
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The City Cannot Reject Its Contract With CalPERS

15. Franklin criticizes the City’s decision not to impair CalPERS, which is the market

standard for government employee pensions in California. The point Franklin misses or ignores

is that there is not much in the way of a decision involved. A “decision” implies a choice

between two or more options. But there is, in reality, no feasible alternative to CalPERS for

Stockton, and Franklin fails to propose one. If the City wishes to retain its employees, and wishes

to avoid the $1.6 billion2 judgment that would immediately result from rejecting its CalPERS

obligations, it must honor its debts to CalPERS as the trustee for the City’s retirees. The City’s

ability to retain and attract a qualified workforce is dependent, among other things, on the

competitiveness of its total compensation package. We have witnessed the negative impact on

recruitment and retention within the police department, for example, that can be caused by even

the hint of losing the ability to provide a competitive compensation package. Other departments

are experiencing similar challenges. As an example, the City is currently unable to fully operate

its new Delta Water Supply Project because of an inability to attract and retain qualified

employees. In the absence of CalPERS or an equivalent plan, the City would be unable to

compete with other employers. The search for a comparable plan that also produces a cost

savings for the City has not identified any options. Even if such an option did exist, however, the

termination liability that the City would owe to CalPERS would more than offset any

hypothetical savings.

16. However, while the City’s Plan does not impair CalPERS, the City has reduced its

CalPERS obligation through other means. The City’s CalPERS obligation is based on a variety

of factors, such as the number of employees enrolled in the system, the amount of pay received by

those employees, the tier in which they are enrolled, who pays for the employee share of the

obligation, the ability to spike pay, etc. The City has taken actions to reduce costs in each of

these areas, and these actions have resulted in a dramatic decrease in the City’s long-term

2 Unfunded termination liability for the Safety Plan is $1.042 billion and for the Miscellaneous Plan is $576 million,
for a total of $1.618 billion, according to the 6/30/12 actuarial valuation by CalPERS (page 28 of each plan’s report).

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&(&
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- 13 - DIRECT TESTIMONY DECL. OF R. DEIS ISO

CONFIRMATION OF FIRST AMENDED PLAN

1
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19

20

21

22

23

24

25

26

27

28

contingency of $2 million. As described in detail in the Leland DTD, both of these aspects of the

LRFP are critical to the City’s long-term fiscal stability. The 16.67% unrestricted fund balance is

recommended by the Government Finance Officers Association, and will provide a buffer for the

City in typical economic cycles. Moreover, it must be noted that over the next decade, the

unrestricted fund balance will remain low, and will not reach its target for several decades. The

$2 million annual contingency is also critical. It is also important to understand that every year,

the City must forecast approximately $160 million in revenues and roughly another $160 million

in expenditures. To cushion against the potential impact of deviations in these projections, the

City is setting aside only $2 million. If staff was short just 1 percent in revenues and 1 percent

over in expenditures in a given year (totaling $3.2 million), the annual contingency will be more

than consumed. Moreover, the LRFP maintains a $2 million annual contingency well into future

years, when annual budgets are expected to increase to $300 million, at which time the

contingency will account for less than 1 percent of the budget. Contrary to Moore’s contention,

this is a very small cushion to address surprises throughout the year. When planning a General

Fund budget over multiple years, city governments must set aside funds – in the form of

unrestricted fund balances, annual contingencies, or other mechanisms – to protect against

unexpected, and often catastrophic, events, such as uninsured lawsuits, floods, economic crashes,

etc. The City’s inclusion of these items in its LRFP is good business.

The City’s CalPERS Contracts

29. While the City has limited control over its CalPERS obligation, the simple fact is

that the City cannot simply cut and run from the CalPERS program. Ninety-nine percent of

government employees in California are in the CalPERS program or something very similar.

Thus, CalPERS is the market standard. No viable, less-expensive alternative exists. However,

while the City cannot cut its CalPERS contract directly without risking the loss of essential

personnel, the City has lowered its pension obligations indirectly, by aggressively reducing

employee compensation by 7-23% depending on the position. Factoring in reduced benefits, some

employees, such as police, have lost as much as 30% of their take home pay. These

compensation reductions were, and continue to be, a severe burden on City employees.
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30. These reductions already have led to the departure of a large number of police

officers, who either retired early or left for positions in other cities. If the City were to impair its

CalPERS contract on top of all of the other compensation benefits already imposed on its

employees, more employees will leave. This is simply not a viable option given the City’s

existing difficulty in recruiting and retaining qualified employees, and in particular its difficulty

in maintaining an adequate and experienced police force in light of continued crime and public

safety issues. The standards for police officers are very high in California. The labor market for

police officers is very competitive amongst California cities. There are typically 100 applicants

for every officer who makes it through the rigorous testing process.

31. It should not be ignored that impairing CalPERS would cause the immediate

reduction of benefits to current and future retirees by the unpaid shortfall. This would leave many

of the City’s retirees living below the poverty line. Moreover, it would make Stockton extremely

unattractive to prospective employees.

32. The City believes that current and future retirees have paid their fair share of the

City’s restructuring. It just wasn’t in the way the pundits wanted or expected. Those retirees

without City paid medical insurance are receiving an average pension of $24,000. Given

California’s high cost of living, the City felt this was a modest amount, and did not change their

benefits. However, retirees that benefitted from enhanced retirement benefits, including City paid

retiree medical benefits, received a 34% cut in their compensation package. This group is

receiving an average pension of $51,000, and was receiving a retiree medical plan worth $26,000.

The Plan eliminates the retiree medical plan. Most of these employees are not eligible for social

security benefits. Most current employees have lost their ability for 7 to 9 percent spiking, and

they have seen reductions in pay, which by Council policy will not be recovered in the future.

The City estimates the impact on current employees’ retirement package to be a 30-50%

reduction. When the State’s recent retirement reform package for new employees is taken into

account, employees hired after January 1, 2013, will experience a 50-70% reduction in their

retirement package.
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Service Solvency

33. In addition to putting the City on a path of cash and budget solvency, the Plan also

allows the City to restore its service solvency. The most critical issue that had to be addressed

from a service solvency standpoint was the City’s crime problem, both real and perceived. The

City’s reputation for unsafe streets has seriously impacted business investment in the City, as well

as citizens’ perception of personal safety. The Marshall Plan On Crime, which will be funded

with proceeds from the passage of Measure A, will increase the number of officers to 1.6 per

1,000 population and will provide another needed support to a strained police department.

34. While the City’s fire, library, public works and recreation programs also have

suffered enormous cuts, the City’s recovery under the Plan, though slow, will allow the eventual

restoration of some (but not all) of these services. However, even now, the City is still providing

a basic level of services in these areas. Further investments in the future will depend on the

City’s financial and economic performance.

35. If the City was to experience additional revenues, as the former City Manager, I

would recommend they consider more robustly addressing of the City’s capital improvement

needs for roads, parks, etc. However, it is the City Council’s right and duty to set priorities for the

City, not Mr. Moore or Franklin.

The City’s Plan Is Feasible

36. Bankruptcy is not just a budget and finance issue. It is a reflection on, and a result

of, senior management decisions, political decisions by the governing body, and the

organizational and cultural capacity of city leaders. In other words, for a city to recover, it must

repair the entire organization, and not just produce budgets that balance. It must look itself in the

mirror, admit its mistakes, and make amends.

37. To this end, the City Council adopted four main goals three years ago: “Get Our

Fiscal House In Order”; “Increase Public Safety”; “Facilitate Investment and Job Creation”; and

“Increase Organizational Capacity.” The City Council approved 37 detailed strategic initiatives

or projects to effectuate these goals, and they have guided the City’s recovery efforts. The result
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rhetoric. I'm going to cover several different aspects

of the situation.

The pieces of the puzzle that I'm looking at

start with -- primarily with the Public Employee

Retirement law section 20460, which I gather is the

California Government Code -- part of the California

Government Code. So it's California Government Code

20460 through 20593. Those are the pieces of the puzzle

I've been rooting around with.

It looks to me like the situation is this.

California Public Employee Retirement system is two

different pieces, two completely different natures. As

to the State of California and the employees of the State

of California, CalPERS is the retirement system period.

That's it. It's the only show in town. But that only

goes to the employees of the State of California.

When one gets to Chapter 5 of CalPERS, one moves

into a subject called contract members of the system and

that's the different aspect of CalPERS. As I understand

it, California municipality or, I guess, the public

employees' retirement law is the term public agency or,

as the Bankruptcy Code would use the term, municipality.

I think there's -- probably the meaning is essentially

the same thing. For our purposes, I'll just speak in

terms of City, but I could be speaking about other types

28
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of public agencies as well as municipalities.

The City participates in CalPERS as a matter --

by virtue of contract and the City does not have to do

that. The City can join a county system. There are

county retirement systems authorized under California

law, as Mr. Lamoureux put it, the 1937 act, and pointed

to several counties that have their own county system.

And there can be just a local system. The City could

have its own system and the City can contract with a

private pension provider. Recalling back to

Mr. Lamoureux's testimony, he used as an example the City

of San Clemente, California has apparently a private

pension.

Well, in that aspect, it looks like CalPERS is

merely a pension provider like other pension providers

that is competing with the private sector to -- given the

fact that if you go to any private pension system. And

then there are other conjoined -- joined with the local

system or have its own system and can join a county

system.

And when I look at the various provisions here,

it looks like there's a number of situations that are

provided for whereby an entity, public agency,

municipality, a city can move from one to another, move

from a county system to a private, from a private to
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CalPERS, move from CalPERS to a private, and the statute

seems fairly well constructed to permit that.

And it looks like it creates an obligation, when

an entity wants to make a move and to make a move out of

CalPERS, that CalPERS is required to negotiate over how

much is to be turned over, that is, by way of pension

assets, to the new system or to the new pension provider.

And it looks like it would be a huge amount of

negotiation to do and calculation of how much -- to what

extent, if there were to be a move away from CalPERS,

CalPERS would retain responsibility for any particular

types of pensions. One could imagine only some moving or

one could imagine the whole amount going. There's a

provision for CalPERS to turn over the various

contributions that have been collected. Now, that's the

first aspect of this.

It also -- and I want to make sure that I

understand. I'm mindful that there are likely to be

significant administrative barriers in terms of costs,

both in terms of dollars and just effort and complexity

if such a move were made. But, in principle, it looks to

me like a city could bow out of CalPERS without

necessarily being thrown out of CalPERS by way of

CalPERS' termination for some form of default.

So, for example, Section 20573, Liabilities of
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Terminating Agency. Notwithstanding any other provision

of law, the board may negotiate with the governing board

if the terminating agency or the governing board of any

agency or agencies which may be assuming any portion of

the liabilities of the terminating agency as to the

effective date of termination, terms and conditions of

termination and payment of unfunded liabilities.

That goes to -- 20570 goes to termination by

governing body and talks about how to do it and then it

goes on to deal with -- then it also addresses problems

associated with nonpayment. But let me just note that,

as I understand the situation, and this comes much from

the Lamoureux testimony as from the statute, CalPERS'

sources of funds are as follows.

There are contributions that are made by the

employer at the time wages are paid and principal.

There's a so-called members' contribution made that's an

employee contribution made that is also payable at the

same time, much the way federal Social Security gives

half to the employer and half to the employee. CalPERS

seems to be set up the same way.

There is a differential that's available on a

member employee rate depending upon whether the employer

has elected to have -- for that public agency or that

municipality, the city to participate in the federal
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DECLARATION OF DAVID LAMOUREUX 2012-32118

but are entitled to a deferred retirement benefit. By comparison, the termination liability for the

Stockton plans alone would affect approximately 2,518 members that have not yet retired but are

entitled to a deferred retirement benefit and 2,075 members and/or beneficiaries currently receiving a

benefit, and would result in termination obligations exceeding $2.6 billion for both plans while the

assets as of June 30, 2012 totaled about $1 billion.

12. Of the more than 1500 public agencies that contract for pension services with

CalPERS, none of them (other than the bankrupt City of San Bernardino) were delinquent by an

amount in excess of $150,000 as of March 31, 2013.

III. Pension Funding in California

13. The basic premise of a defined benefit pension plan is to defer compensation received

during employees’ peak earning years to their lowest earning years. The amounts of such deferred

payments are determined based on actuarial assumptions and calculations, and the risk is pooled

among the participants in the plan. For a homogeneous population, predictions for larger groups are

more accurate than for smaller groups. Accordingly, as a pool is made smaller and smaller, the

volatility of the cost per member increases because the risk is pooled among a smaller group.

14. The sources of funds used to provide the pension benefits are employee contributions,

employer contributions and investment income. Employee contributions are set by statute and vary

by benefit level. Under pension reform enacted by the California legislature in 2011, new employees

must pay half of the “Normal Cost,” which is the annual cost of service accrual for the upcoming

fiscal year for active employees in the absence of any unfunded or overfunded liability to be

amortized. Normal Cost is expressed as a percentage of the employer’s covered payroll.

15. A city’s contribution obligations to CalPERS are determined on an actuarial basis,

taking into account investment returns, mortality rates, projected retirement pattern, projected

compensation and other factors. All actuarial calculations are based on a number of assumptions

about the future such as demographic assumptions including the percentage of employees that will

terminate, die, become disabled and retire each future year and economic assumptions including
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-SA ;ESA@ ESI?TC E;;C HE 5HG4.30 IR WA HGR; SHKA WSHE

WA PHGG H P;UOA?RHEI;? @AKIAW N?IE WSA@AC WSA? R;UA;?A

@AEI@AR HE @AEI@AUA?EC ESAQ WIGGC IJ Q;N WH?E E; JGHT

I?LIKILNHGR J;@ WSIPS ESA JI?HG P;UOA?RHEI;?C GAEXR RHQC SHR

I?P@AHRAL DQ U;@A ESH? !* OA@PA?E I? ESA GHRE QAH@C ESAQ

W;NGL G;;M HE ESHE I?LIKILNHG E; JI?L ;NEC IR ESIR HGGATALGQ

H OHQ I?P@AHRAC ;@ WHR ESHE H? HEEAUOE J;@ OA?RI;?9ROIMI?T\

,? UH?Q PHRAR WA ONE H REHUO ;J HOO@;KHG ;? IEC H?L IE
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E; 5HG4.30= 0; WA L; SHKA H UAPSH?IRU I? OGHPA=

, PH??;E RHQ SA@AC EAGG Q;NC ESHE OA?RI;?9ROIMI?T L;AR

?;E AVIRE HE 5HG4.30= 2NE WA L; SHKAC YNRE DAPHNRA ;J ESA

EQOAR ;J P;UOA?RHEI;? ESHE H@A HGG;WHDGA HE 5HG4.30 E; DA

@AO;@EALC WA DAGIAKA ESHE HE 5HG4.30 WA SHKA 99 IE IR GARR

GIMAGQ ESHE ESIR WIGG DA H? IRRNA=

3- +;WC WIES @AROAPE E; @APIO@;PIEQC L;AR 5HG4.30 SHKA
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3- /; UA H ZNIPM JHK;@ H?L T; E; .VSIDIE (C WSIPS IR ESA

P;?E@HPE= 1?L , DAGIAKA ESA JI@RE OHTA ;J IEC WSIPS IR
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3- 99 IEXR MI?L ;J H? H?PIA?E G;;MI?T L;PNUA?E 99 DNE

ESIR HE GAHRE ESIR JI@RE OHTA IR ESA JI@RE OHTA ;J ESA
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%/# (*1&%B , PH?XE @AHGGQ EAGG J@;U ESA ZNHGIEQ ;J

ESA ^A@;VC DNE IE G;;MR GIMA ESHE RAP;?L RA?EA?PA IR GI?AL

;NE=

"&- &+!$, 1PENHGGQC , L;?XE M?;W= FA PH? TAE Q;N 99

, L;?XE M?;W IJ WA SHKA ESA ;@ITI?HGC DNE WA PH? TAE ESHE= ,

L;?XE ESI?M IEXR DAA? GI?AL ;NEC DNE IE UHQ DA ESA ZNHGIEQ ;J
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/ZFD X?U NRR J? JZNJ `ZNJ X?U JZODT X?UE ODPMNJO?D

`OMM IF M?D[>JFE]A 3DR MFJbY YNX JZNJ OD J?RNXbY FW?D?]X NDR

VE?fFWJFR P?E ǸER JZNJ ]O[ZJ IF # NDR N ZNMP VFEWFDJA 2? #

NDR N ZNMP VFEWFDJ NRRFR J? & VFEWFDJ `?UMR IF ( NDR N ZNMP

VFEWFDJ OD ]X F^N]VMFA

SI 3MM EO[ZJA BEA =N]?UEFU^ JFYJOPOFR NI?UJ `ZNJ ZF

WNMMFR iEFWOVE?WOJXi JZNJ `NY NMY? JFE]FR iV?EJNIOMOJXAi

<OEYJ ?P NMMH WND X?U JFMM UY `ZNJ JZNJ W?DWFVJ ]FNDY

`OJZ EFYVFWJ J? 8NM7062d

(I 9?U TD? H̀ .b] D?J YUEF . PODOYZFR ]X MNYJ EFYV?DYF J?

X?UE MNYJ gUFYJO?DA

SI L? EO[ZJ NZFNRA

(I ;TNXA

SI . NV?M?[OaFA

(I 2? . JNMTFR NI?UJ Z?` `F YFJ JZF ROYW?UDJ ENJF

NYYU]VJO?D P?E VUIMOW YFWJ?E VMNDA 3DR P?E JZF F N̂]VMF JZNJ

. [NQF JZOY VMND ZNR NYYFJYH &+ VFEWFDJ OD YJ?WTY NDR &+

VFEWFDJ OD I?DRYA

/ZF DF` 2J?WTJ?D VMND `?UMR ZNQF aFE? NYYFJY `ZFD OJ

YJNEJY ?UJA .J `?UMR YJNEJ ?UJ `OJZ aFE? NYYFJY NDR OJ `?UMR

W?MMFWJ W?DJEOIUJO?DY FQFDJUNMMXH Y? JZF NYYFJY `?UMR YJNEJ

J? NWWU]UMNJFA

4UJ NJ JZF ?UJYFJ OJ `?UMR ZNQF D?JZOD[ OD JZF JEUYJ

NDR `?UMR ZNQF N QFEX Y]NMM N]?UDJY UDJOM OJ IUOMRY UV Y?]F

NYYFJYA 2? X?U DFWFYYNEOMX W?UMRDbJ ZNQF JZOY &+ VFEWFDJ OD
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YJ?WTY NDR &+ VFEWFDJ OD I?DRY JXVF ?P NMM?WNJO?DH X?U ]O[ZJ

ZNQF "++ VFEWFDJ OD I?DRY P?E N PF` XFNEY `ZOMF X?U IUOMJ UV

X?UE NYYFJYA

/ZF EFJUED ?D I?DRY M?D[>JFE] OY M?̀ FE OD ]X F^N]VMF

JZND OJ `?UMR IF P?E JZF EFJUED ?D YJ?WTYA 2? JZNJ `?UMR

]FND JZNJ JZF ROYW?UDJ ENJF P?E JZF 2J?WTJ?D YJNDR>NM?DF

VFDYO?D VMND `?UMR DFFR J? IF >> NYYU]FR J? IF M?`FE JZND (

NDR N ZNMP VFEWFDJH IFWNUYF JZF NYYFJY ?D ZNDR J? YJNEJ `OJZ

`?UMR FNED ( NDR N ZNMP VFEWFDJA

2? JZF M?̀ FE JZF ROYW?UDJ ENJFH JZNJ ]FNDY JZF MFYY

JZNJ JZOY VFDYO?D VMND WND FNED ?D ODQFYJ]FDJY J? VNX P?E

IFDFPOJYA 3Y N EFYUMJH JZNJ ]FNDY JZF W?DJEOIUJO?DY J? ǸER

JZF IFDFPOJY DFFR J? IF [EFNJFE J? ]NTF UV P?E JZNJ

ROPPFEFDWFA 2? JZNJ `?UMR WNUYF JZF 8OJX ?P 2J?WTJ?D

YJNDR>NM?DF VFDYO?D VMND J? ZNQF W?YJY JZNJ `?UMR IF [EFNJFE

JZND JZF 8NM7062 VFDYO?D VMNDA

SI 3MM EO[ZJA 3DR N[NODH . NV?M?[OaF P?E ODJFEEUVJOD[

X?UE NDY`FEA .bR MOTF J? ]?QF NZFNRH Z?̀ FQFEH J? JZNJ OYYUF

?P EFWOVE?WOJXH NY BEA =N]?UEFU^ WNMMFR OJH ?E V?EJNIOMOJX

P?E N YFW?DRA

K?UMR X?U fUYJ IEOFPMX RFYWEOIF P?E JZF 8?UEJ Z?` JZNJ

W?DWFVJ POJY OD `OJZ 2J?WTJ?D VFEZNVY JEXOD[ J? YJNEJ OJY ?`D

DF` VFDYO?D VMNDd

(I 2? JZF `NX JZNJ EFWOVE?WOJX `?ETY OD 8NMOP?EDON OY

JZNJ ND F]VM?XFF WND ]?QF PE?] ?DF F]VM?XFE J? ND?JZFE
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XZklXccp cfn\i k_Xe k_\ ]fi\ZXjk ZfekX`e\[ `e k_\ dfjk i\Z\ek >XcK@MN mXclXk`fe i\gfik &Xj j_fne `e k_\ kXYc\

XYfm\', D] ]lkli\ `eZi\Xj\j `e k_\ Zfeki`Ylk`fe iXk\ i`j\ XYfm\ n_Xk k_\ >`kp _Xj ]fi\ZXjk* `k Zflc[ ZXcc k_\

]\Xj`Y`c`kp f] k_\ KcXe Xe[ ]lkli\ m`XY`c`kp f] k_\ >`kp `ekf hl\jk`fe,

>, K\ej`fe @og\ej\ <j < K\iZ\ekX^\ J] B\e\iXc Ale[ @og\e[`kli\j Dj PejljkX`eXYcp C`^_,

O_\ >`kptj ]fi\ZXjk g\ej`fe \og\e[`kli\ Xj X g\iZ\ekX^\ f] kfkXc ^\e\iXc ]le[ \og\e[`kli\j `j Xcjf

lejljkX`eXYcp _`^_, Afi AT0./0+/1* k_\ >`kp gifa\Zk\[ `e `kj GMAK k_Xk g\ej`fe \og\ej\j nflc[ Zfejk`klk\

Xggifo`dXk\cp /.,.# f] `kj ^\e\iXc ]le[, Cfn\m\i* k_\ iXg`[ ^ifnk_ `e k_\ >`kptj gifa\Zk\[ g\ej`fe \og\ej\*

Xj efk\[ XYfm\* i\jlckj `e k_`j ]`^li\ `eZi\Xj`e^ kf /6,/# `e aljk j`o p\Xij &AT0./6+/7', O_\ gifa\Zk\[ g\ej`fe

\og\ej\ k_\e i\dX`ej XYfm\ /6,.# ]fi k_\ e\ok kn\cm\ p\Xij &lek`c AT0.1.+1/' Xe[ XYfm\ /4,.# lek`c

AT0.12+13 &j\\ @o_`Y`k /2', Aifd X _`jkfi`ZXc g\ijg\Zk`m\* k_\j\ ]`^li\j Xi\ \oki\d\cp _`^_, Aifd AT/776+

/777 &Xj ]Xi YXZb Xj [XkX nXj i\X[`cp XmX`cXYc\' k_ifl^_ AT0.//+/0* k_\ >`kptj g\ej`fe \og\ej\ Xj X g\iZ\ekX^\

f] kfkXc ^\e\iXc ]le[ \og\e[`kli\j Xm\iX^\[ Xggifo`dXk\cp 7,4#* n`k_ X cfn f] 0,5# `e AT0../+.0 Xe[ X _`^_

f] /4,0# `e AT0..3+.4 &j\\ @o_`Y`k /3',

?, QXcc\aftj AX`cli\ Of >fekX`e K\ej`fe @og\ej\j Ki\j\ekj < >Xlk`feXip OXc\,

O_\ >`kp f] QXcc\af &uQXcc\afv' `j ]XZ`e^ Xefk_\i Yl[^\k Zi`j`j c\jj k_Xe knf p\Xij X]k\i \o`k`e^ YXebilgkZp*

gifm`[`e^ X ZXj\ jkl[p `e k_\ i`jbj f] ]X`c`e^ kf X[[i\jj g\ej`fe fYc`^Xk`fej n_`c\ `e >_Xgk\i 7, QXcc\af

gifa\Zkj Yl[^\k [\]`Z`kj ]fi k_`j ]`jZXc p\Xi Xe[ e\ok &AT0./1+/2 Xe[ AT0./2+/3'* n`k_ YXccffe`e^ fYc`^Xk`fej

kf >XcK@MN X b\p gXik f] k_\ Z_Xcc\e^\* Xe[ X [n`e[c`e^ ZXj_ YXcXeZ\ f] Xggifo`dXk\cp 2,3# f] ^\e\iXc ]le[

\og\e[`kli\j &]fi AT 0./1+/29 j\\ @o_`Y`k /4', QXcc\aftj >XcK@MN NX]\kp KcXe Zfeki`Ylk`fe iXk\ ]fi AT0./2+

/3 `j 3.,6# &ZfdgXi\[ kf 2/,2# ]fi k_\ >`kp Xe[ X 15,7# g\\i Xm\iX^\'* Xe[ `j ]fi\ZXjk kf ^ifn kf 43,3# `e

AT0./7+0. &ZfdgXi\[ kf 35,/# ]fi k_\ >`kp Xe[ X 26,3# g\\i Xm\iX^\' &j\\ @o_`Y`k /5', /4 QXcc\aftj NX]\kp

KcXe Zfeki`Ylk`fe iXk\ `j _`^_\i k_Xe Xcc f] k_\ g\\i Z`k`\j ]fi AT0./2+/3 Xe[ j\Zfe[ fecp kf @c Hfek\ `e

AT0./7+0., QXcc\aftj ]fi\ZXjk >XcK@MN Zfeki`Ylk`fe iXk\j* Xj n\cc Xj NkfZbkfetj >XcK@MN Xe[ N\^Xc

Zfeki`Ylk`fe iXk\j* Xi\ j_fne fe k_\ kXYc\ Y\cfn,

#(
K\\i ^iflg ]fi QXcc\af `eZcl[\j >Xc`]fie`X Z`k`\j n`k_ gfglcXk`fej f] //.*... w /1.*...,

+.51 $%!&%$$) -2310 #&"%("$' ,4/ $%*&
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(I /ZOY WZNEJH NY . YNOR IFP?EFH YZ?`Y JZF ODWFDJOQF P?E

ND F]VM?XFF J? MFNQF 2J?WTJ?D OP JZF 8NM7062 W?DJENWJ OY

O]VNOEFRA /ZNJbY JZF V?ODJ ?P JZOY WZNEJA

SI 3DR X?U JNMTFR NI?UJ JZF PNWJ JZNJ N DF` YOD[MF

F]VM?XFE VMND `?UMRDbJ ZNQFH YOD[MF F]VM?XFE RFPODFR IFDFPOJ

VMNDH `?UMRDbJ ZNQF N V??M ?P NYYFJY J? YJNEJ `OJZ MOTF

8NM7062 ZNY N ]NYYOQF V??M ?P NYYFJYh EO[ZJd

(I 8?EEFWJA

SI 3DR X?UE JNTFǸ NX PE?] JZNJ OY JZNJ JZF DF` YOD[MF

F]VM?XFE RFPODFR IFDFPOJ VMND `?UMR ZNQF J? ODQFYJ OJY NYYFJY

]?EF W?DYFEQNJOQFMXh EO[ZJd

(I 9FYH NJ JZF ?UJYFJ OJ `?UMRA

SI .J `?UMRDbJ IF NIMF J? ]NJWZ VEURFDJMX JZF 8NM7062 ]O^

?P YJ?WTY NDR I?DRYh EO[ZJd

(I .J `?UMRDbJ ZNQF JZF NIOMOJX J? ODQFYJ OD Y?]F ?P JZF

ODQFYJ]FDJY JZNJ 8NM7062 OY NIMF J? ODQFYJ OD MOTF EFNM

FYJNJF NDR NMJFEDNJOQF ODQFYJ]FDJY FOJZFEA

SI /ZNJbY D?J DFWFYYNEOMX N INR JZOD[H OY OJd

(I . JZODT JZNJ IFOD[ NIMF J? ODQFYJ X?UE NYYFJY Y? X?U

WND NWZOFQF N ZO[ZFE ODQFYJ]FDJ EFJUED OY N [??R JZOD[H

IFWNUYF JZNJ EFRUWFY JZF W?YJY ?P W?DJEOIUJO?DYA

SI 8NM7062 ODQFYJ]FDJ EFJUEDY ZNQF IFFD VEFJJX Q?MNJOMFH

ZNQFDbJ JZFXd

(I /ZF 2J?WTJ?D ]NETFJ OY Q?MNJOMFA 2?H XFYH JZFEF NEF

Y?]F XFNEY `ZFD JZFX FNEDFR ]?EF JZND JZF NYYU]VJO?D ?P ( NDR
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)+I @%P&"*%&G ;IfFWJO?DA <?UDRNJO?DA

*P# $%Q+*G BEA @OMFd

)+I P,K#G 9?UE @?D?EH JZF `OJDFYY ZNY JFYJOPOFR NDR

ZFE 8C YZ?`Y YZFbY Y?]FI?RX Z̀? ZNY `?ETFR `OJZ 8NM7062H NDR

YZF ZNY R?DF WNMWUMNJO?DY P?E FDJOJOFYH ODWMUROD[ 2J?WTJ?DH

JZNJ NEF VNEJ ?P 8NM7062 YXYJF]A 2? YZF ZNY N M?J ?P

INWT[E?UDR NY J? Z?` JZF W?YJY POJ ODA

.b] D?J NYTOD[ Z̀NJ 8NM7062b W?YJY NEFA .b] fUYJ

YNXOD[ N W?]VNEOY?D PE?] ZFE F̂ VFEOFDWFH IFJ F̀FD `ZNJ OJ

`?UMR W?YJ P?E JZF 8OJX J? NR]ODOYJFE N VMND NDR J? ZNQF

8NM7062 R?OD[ `ZNJ OJ R?FYA

)+I @%P&"*%&G 3DRH 9?UE @?D?EH . R?DbJ JZODT `F ZNQF

ZFNER NDX JFYJO]?DX NI?UJ ZFE F^VFEOFDWF ?D JZF ?JZFE YORF ?P

JZF W?ODH `ZOWZ OY VEOQNJF YFWJ?E NR]ODOYJENJO?D ?P N VMND

NDR `ZNJ JZNJ ]O[ZJ W?YJ ?E D?J W?YJA

)+I P,K#G 3DR .b] D?J NYTOD[ VEOQNJF NR]ODOYJENJO?DH

.b] fUYJ JNMTOD[ NI?UJ OP JZF 8OJX `?UMR ZNQF OJY ?`D VMND

QFEYUY N ZNQOD[ 8NM7062 R? `ZNJ ZNY J? IF R?DFA

)+I @%P&"*%&G . R?DbJ JZODT F̀ ZNQF NDX JFYJO]?DX

NI?UJ ZFE F^VFEOFDWF OD JZNJ EF[NER FOJZFEA

*P# $%Q+*G KZX R?DbJ X?U [FJ Y?]F ]?EF P?UDRNJO?D >>

)+I P,K#G 3MM EO[ZJA

*P# $%Q+*G >> P?E ZFE F̂ VFEOFDWF OD JZNJ EF[NERA

)+I P,K#G

SI 4NYFR UV?D X?UE F^VFEOFDWF NY ND NWJUNEX `?ETOD[ ÒJZ
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VUIMOW FDJOJOFY `Z? NEF ?̀ETOD[ `OJZ 8NM7062H `ZNJ W?YJY R?FY

JZF 8OJX WUEEFDJMX ZNQF ÒJZ EFYVFWJ J? NR]ODOYJENJO?D ?P JZF

VFDYO?D VMNDY `ZFD OJ OY N 8NM7062 ]F]IFEd

(I /ZF 8OJXH NY VNEJ ?P OJY W?DJEOIUJO?D ENJFH VNXY

J?`NER JZF NR]ODOYJENJO?D ?P JZF 8NM7062 YXYJF]A .JbY

ODWMURFR OD >> JZF NR]ODOYJENJOQF W?YJY P?E 8NM7062 NEF

PUDRFR PE?] JZF JEUYJH PE?] JZF 8NM7062 JEUYJH NDR Y? NY VNEJ

?P JZNJ JZFD FNWZ 8OJX OY NYYFYYFR N VOFWF ?P JZF

NR]ODOYJENJOQF W?YJYA

3DR YODWF 8NM7062 OY Y? MNE[F NDR ZNY Y? ]NDX R?MMNEY

OD OJH JZNJ VFEWFDJN[F ?P NR]ODOYJENJOQF W?YJY J? JZF 8OJX ?P

2J?WTJ?D `?UMR IF ]UWZ M?`FEH OY ]UWZ M?̀ FE JZND OJ `?UMR IF

OP OJ `FEF J? ZNQF OJY ?̀ D VFDYO?D VMND `OJZ OJbY ?`D

NR]ODOYJENJO?D YXYJF] NDR OJbY ?`D YJNPP NDR Y? P?EJZA

SI =FJ ]F NYT X?U NI?UJ `ZNJ BEA =N]?UEFU^ JNMTFR NI?UJ

JZF ROYW?UDJ ENJF P?E VUEV?YFY ?P 8NM7062A

@?` `?UMR JZF ROYW?UDJ ENJF JZNJ 8NM7062 ZNY W?]VNEFR

J? Z̀NJ N 8OJX EUD VMND ?̀UMR IFd

)+I @%P&"*%&G ;IfFWJO?DH MNWT ?P P?UDRNJO?DA

*P# $%Q+*G BEA @OMFd

)+I P,K#G .bMM MNX Y?]F ]?EF P?UDRNJO?DH NMJZ?U[Z .

JZODT JZFEFbY VMFDJX JZFEFH 9?UE @?D?EA

SI @?` OY JZF ROYW?UDJ ENJF P?E N VEOQNJF VFDYO?D VMND ?E

N D?D>8NM7062 VMND RFJFE]ODFRd

(I 3 ROYW?UDJ ENJF >> Z̀FD X?U YNX iVEOQNJF VMNDHi . ǸDJ
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SI 2? N ENJO?DNM F]VM?XFFbY ?DMX W?DYORFENJO?D EF[NEROD[

EFJOEF]FDJ IFDFPOJY `?UMR IF Z̀NJ PUJUEF ?VV?EJUDOJX ?PPFEY

JZF IFYJ ?QFENMM W?]VFDYNJO?D P?E JZNJ F]VM?XFFH `ZFJZFE OJbY

OD 2J?WTJ?D ?E Y?]F ?JZFE 8OJXA

1? X?U N[EFF ÒJZ JZNJd

(I 8ND X?U YNX OJ N[NODd

SI 2UEFA LOQFD JZNJ UV?D JFE]ODNJO?D JZFEFbY D?JZOD[

JZNJ ND F]VM?XFF WND R? ÒJZ EFYVFWJ J? IFDFPOJY FNEDFR

JZE?U[Z JZF RNJF ?P JFE]ODNJO?DH N ENJO?DNM F]VM?XFF M??TOD[

NJ JZF YOJUNJO?D NJ JZF JO]F ?P JFE]ODNJO?D `?UMR W?DYORFE

`ZNJ PUJUEF f?I ?VV?EJUDOJX ?PPFEY JZF IFYJH WNMM OJH

W?]VFDYNJO?D VNWTN[F J? JZF F]VM?XFF [?OD[ P?E`NERd

(I 9FYA .P X?U NEF ND F]VM?XFF `Z?YF 8NM7062 W?DJENWJ

ZNY IFFD O]VNOEFR NDR X?U NEF M??TOD[ NJ `ZNJ X?UE J?JNM

W?]VFDYNJO?D `?UMR IFH ODWMUROD[ EFJOEF]FDJ IFDFPOJYH JZFD

WMFNEMX >> OJbY ?IQO?UY J? ]FH NJ MFNYJH JZNJ X?U `?UMR `NDJH

JZNJ ND F]VM?XFF `?UMR ǸDJ J? [FJ ODJ? N f?I gUOWTMX J? IF

OD JZF 8NM7062 WMNYYOW JOFE Y? JZNJ NJ MFNYJ JZFX W?UMRH P?E

PUJUEF YFEQOWFH ZNQF N ZO[ZFEH ZNQF N W?]VNENIMF IFDFPOJ J?

`ZNJ JZFX ZNR IFFD FNEDOD[ NJ JZF 8OJX ?P 2J?WTJ?D IFP?EF JZF

O]VNOE]FDJA

SI 3DR JZUY JZF 8OJX ?P 2J?WTJ?D W?UMR ?PPFE JZF] N

IFJJFE VNWTN[Fd

(I KFMMH . JZODT JZNJ >> . R?DbJ JZODT JZF 8OJX ?P

d��� t���O QQQQVU

Case 12-32118    Filed 08/13/14    Doc 1673



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988
&$

2J?WTJ?D W?UMR ?PPFE JZF] N IFJJFE VNWTN[FA 4UJ . NMY? JZODT

JZF PNWJ ?P JZF O]VNOE]FDJ `?UMR WNUYF F]VM?XFFY N M?J ?P

ND[YJ NDR `NDJOD[ J? [FJ N`NX PE?] JZNJ YOJUNJO?D Y? JZNJ OJ

]O[ZJ D?J ZNVVFD N[NODA

SI 6O[ZJH [?J OJA

3D?JZFE ]Nf?E NYYU]VJO?D JZNJ X?U ]NTF OY JZNJ UV?D

JFE]ODNJO?D QFYJFR IFDFPOJY ?̀UMR IF EFRUWFR IX '+ VFEWFDJh

EO[ZJd

(I . YNOR IFDFPOJY `?UMR EFRUWF IX NVVE?^O]NJFMX '+

VFEWFDJH XFYA

SI . JZODT JZF WZNEJ YNXY '+ VFEWFDJh EO[ZJd

(I 9FYA

SI 3DR JZNJbY IFWNUYF JZF 8NM7062 >> JZF 2J?WTJ?De8NM7062

VMNDH EO[ZJ D?̀ H OY '+ VFEWFDJ UDRFEPUDRFRd

(I ;D N JFE]ODNJO?D INYOY OJ OYH D?J ?D ND ?D[?OD[ VMND

INYOYA 3DR BEA =N]?UEFU^ JFYJOPOFR JZNJ OP OD PNWJ JZF

W?DJEOIUJO?D OY YJ?VVFR NDR Y? JZF 8NM7062 W?DJENWJ OY

O]VNOEFRH JZFD JZF NYYFJY NDR MONIOMOJOFY P?E JZF 2J?WTJ?D

VMND `?UMR [? ODJ? JZF JFE]ODNJO?D V??MH NDR JZF NYYFJY OD

JZNJ V??M NEF ODQFYJFR ]UWZ ]?EF W?DYFEQNJOQFMX JZFD JZFX NEF

OD JZF EF[UMNE 8NM7062 V??MA

2? JZF MONIOMOJOFY NEF QNMUFR NJ N ]UWZ M?`FE ROYW?UDJ

ENJFH Y?]F`ZFEF OD JZF DFO[ZI?EZ??R ?P $ J? % VFEWFDJH OJ

]O[ZJ FQFD IF M?`FE JZND JZNJH NDR JZNJbY `ZX JZF PUDRFR

YJNJUY ?D N JFE]ODNJO?D INYOY OY Y? ]UWZ M?`FE JZND JZF
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F]VM?XFEH PE?] WOJX J? WOJXH ?E W?UDJX J? W?UDJXH NDR D?J

M?YF ZOY ?E ZFE VFDYO?D IFDFPOJH Y? JZNJ `ZFD JZF F]VM?XFF

UMJO]NJFMX EFJOEFY OJY NY OP JZNJ F]VM?XFF ZNR `?ETFR ÒJZ

?DF F]VM?XFE P?E ZOY ?E ZFE FDJOEF WNEFFEH NDR FNWZ FDJOJX

VNXY P?E N VOFWF ?P JZNJ IFDFPOJA

3DR JZF EFNY?D JZOY OY O]V?EJNDJ OY IFWNUYF NY X?U

`?ET JZE?U[Z X?UE WNEFFE X?U [FJ YNMNEX ODWEFNYFY NDR ÒJZ?UJ

EFWOVE?WOJX X?UE VFDYO?D IFDFPOJ NJ X?UE POEYJ F]VM?XFE `?UMR

IF INYFR ?D X?UE FNEDOD[Y NJ JZNJ POEYJ F]VM?XFEH NDR OP X?U

`?ET P?E ND?JZFE "& ?E #+ XFNEY X?U W?UMR O]N[ODF JZNJ X?UE

FNEDOD[Y NEF [?OD[ J? [E?`A

2? X?UE IFDFPOJ `?UMR IF ]UWZ M?`FE PE?] JZNJ POEYJ

F]VM?XFE `OJZ?UJ EFWOVE?WOJXH Y? OJbY N QFEX QNMUNIMF

IFDFPOJA

SI 3MM EO[ZJA .P 2J?WTJ?D `FEF J? ZNQF OJY ?`D VFDYO?D

VMNDH `?UMR OJ IF NIMF J? IF V?EJNIMF J? 8NM7062d

(I .J `?UMR DFFR J? DF[?JONJF EFWOVE?WOJX `OJZ 8NM7062A

3DR . W?UMR YFF EFNY?DY Z̀X 8NM7062 `?UMR D?J `NDJ J?

DF[?JONJF EFWOVE?WOJX `OJZ 2J?WTJ?DA

<OEYJ ?P NMMH OD ?UE F^N]VMF ZFEFH 2J?WTJ?D ZNY

JFE]ODNJFR OJY W?DJENWJ ÒJZ 8NM7062A

2FW?DRMXH JZF IFDFPOJY JZNJ 2J?WTJ?D `?UMR IF NIMF J?

ZNQF J? OJY F]VM?XFFY `Z? NEF OD JZF 2J?WTJ?D VMNDH `?UMR

MOTFMX IF M?`FE JZND JZF 8NM7062 IFDFPOJYH IFWNUYF .

]FDJO?DFR JZNJ JZFYF F]VM?XFFY `?UMR IF W?QFEFR IX 2?WONM

d��� t���O QQQQVW
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2FWUEOJXH NDR JZFEFP?EF "#A% VFEWFDJ ?P VNXE?MM `?UMR IF

[?OD[ J? ǸERY 2?WONM 2FWUEOJX IFDFPOJY NDR D?J J? ǸER JZF DF`

2J?WTJ?D VFDYO?D VMNDA 2? JZNJ `?UMR ]FND JZNJ JZF IFDFPOJY

PE?] 2J?WTJ?D `?UMR DFFR J? IF M? F̀E J? NWW?UDJ P?E JZNJ

ROPPFEFDWFA

2? P?E JZ?YF EFNY?DYH . ?̀UMR . JZODT OJ `?UMR IF

UDMOTFMX JZNJ 8NM7062 `?UMR NMM?` EFWOVE?WOJX `OJZ JZF 8OJX

?P 2J?WTJ?DbY DF` VFDYO?D VMNDA

SI -?`H .bR MOTF J? JUED J? N RF]?DYJENJOQFH OP . ]NXA

3DRH 9?UE @?D?EH .b] [?OD[ J? >> JZOY ZNY NMEFNRX IFFD

YZ? D̀ J? W?UDYFMH IUJ .b] [?OD[ J? [OQF N W?VX J? W?UDYFM NDR

N W?VX P?E JZF 8?UEJ J? M??T NJA

1? X?U ZNQF N W?VX UV JZFEFd /ZOY `?UMR IF JZF 3DDUNM

7FDYO?D <?UE 2WFDNEO?Y <?E 2NPFJX 0]VM?XFFYA .P X?U R?DbJH

.bMM ZNDR ?DF UV J? X?UA

(I . R?DbJ YFF OJH UDMFYY OJbY OD ?DF ?P JZFYF JNIYA

SI 9?U NEF VE?INIMX JZF ]?YJ O]V?EJNDJ VFEY?D J? ZNQF

?DFA

(I /ZNDT X?UA

SI /ZF POEYJ VN[F ?P JZOY RF]?DYJENJOQF OY FDJOJMFR

3DDUNM 7FDYO?D <?UE 2WFDNEO?Y <?E 2NPFJX 0]VM?XFFYA

1? X?U ZNQF JZNJ OD PE?DJ ?P X?Ud

(I . R?A

SI 3DR WND X?U RFYWEOIF `ZNJ JZF INE WZNEJ OY JZNJ

NVVFNEY ?D JZF POEYJ VN[F ?P JZOY RF]?DYJENJOQFd
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(I /ZOY INE WZNEJ YZ?`Y JZF VFDYO?D JZNJ `?UMR IF VNOR

PE?] 8NM7062 UDRFE P?UE ROPPFEFDJ YWFDNEO?YA

/ZF POEYJ INE OY OP JZF 8NM7062 VFDYO?D OY UDO]VNOEFR

NDR JZF F]VM?XFF YJNXY ÒJZ JZF 8OJX ?P 2J?WTJ?DA

3DR . YZ?UMR V?ODJ ?UJ JZNJ JZOY OY N YN]VMF F]VM?XFFH

`Z? OY NYYU]FR J? EFJOEF NY N YNPFJX F]VM?XFFH YO]VMX EFJOEF

NJ N[F &+ `OJZ #& XFNEY ?P YFEQOWFH JFD XFNEY W?]VMFJFR `OJZ

JZF 8OJX ?P 2J?WTJ?D NDR "& XFNEY V?YJ 8OJX ?P 2J?WTJ?DH `OJZ

JZF PODNM DU]IFE YNMNEX ?P *"H#++A

SI 3MM EO[ZJA 3DR OD JZNJ YWFDNEO? NY X?U ZNQF VEFYFDJFR

OJ ÒJZ JZFYF NYYU]VJO?DYH `ZNJ OY JZF N]?UDJ ?P JZF VFDYO?DH

NDDUNM VFDYO?D JZNJ `?UMR IF EFWFOQFR IX JZNJ F]VM?XFFH OP

F]VM?XFF YJNXY `OJZ 2J?WTJ?D NDR 8NM7062 OY JZF VFDYO?D

NR]ODOYJENJ?E P?E JZF 8OJX ?P 2J?WTJ?Dd

(I /ZOY F]VM?XFF Z̀? ?̀ETY P?E #& XFNEY `OJZ JZF 8OJX ?P

2J?WTJ?DH `OJZ JZF PODNM NQFEN[F YNMNEX ?P *"H#++H `?UMR IF

FDJOJMFR J? (& VFEWFDJ ?P JZNJ N]?UDJH (& VFEWFDJ ?P JZNJ

PODNM NQFEN[F YNMNEX NJ EFJOEF]FDJH NDR (& VFEWFDJ ?P *"H#++

OY ')H%++A

SI 3MM EO[ZJA -?`H `?UMR X?U VMFNYF RFYWEOIF P?E JZF

8?UEJ `ZNJ X?UE YWFDNEO? J`? OY ZFEFd

(I 2WFDNEO? J`? OY OP JZF 8NM7062 VFDYO?D OY O]VNOEFR NDR

JZFD JZF F]VM?XFF MFNQFY JZF 8OJX ?P 2J?WTJ?D `OJZOD YO^

]?DJZY NDR EFJNODY ZOY ?E ZFE WMNYYOW YJNJUY `OJZ JZF DF`

N[FDWX UDRFE 70763A

d��� t���O QQQQVY
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3DR `ZNJ JZNJ ]FNDY IX EFJNODOD[ WMNYYOW YJNJUY JZNJ

P?E PUJUEF NWWEUNMY JZFX W?DJODUF J? FNED IFDFPOJY UDRFE JZF

P?E]UMN JZFX `FEF FNEDOD[ IFDFPOJY UDRFE OD 2J?WTJ?DA

3DR OD JZOY YWFDNEO?H JZOY F]VM?XFF ZNR `?ETFR JFD

XFNEY `OJZ JZF 8OJX ?P 2J?WTJ?DA 2? JFD XFNEY NJ $ VFEWFDJ

OY $+ VFEWFDJA /ZOEJX VFEWFDJ ?P JZF PODNM NQFEN[F YNMNEX OY

j#(H$'+A @?`FQFEH JZNJbY [?OD[ J? IF EFRUWFR IX '+ VFEWFDJH

IFWNUYF JZF 8OJX ?P 2J?WTJ?D OY D?` OD JZF 8NM7062

JFE]ODNJO?D V??MA 2? JZNJ VFDYO?D VOFWF `OMM IF EFRUWFR J?

"+H*%%A

3DR JZFD JZF PUJUEF YFEQOWF `OJZ JZF 8NM7062H ?E

ND?JZFE "*$( 3WJ VMNDH ?̀UMR IF "& XFNEY NJ $ VFEWFDJH Y?

JZNJbY %& VFEWFDJA <?EJX>POQF VFEWFDJ ?P ZO[Z>MNI?EFR YNMNEX

OY %"H+%+A 2? X?U NRR JZNJ J? JZF "+H*%%H NDR JZNJbY N J?JNM

?P j&"H*)%A

2? P?E JZF YN]F F]VM?XFFYH #& XFNEY ?P YFEQOWF `OJZ N

8NM7062 W?DJENWJ O]VNOEFRH JZFX NEF [?OD[ J? EFWFOQF ('

VFEWFDJ ?P `ZNJ JZFX `?UMR ZNQF EFWFOQFR ZNR JZF 2J?WTJ?D

W?DJENWJ D?J IFFD O]VNOEFRA

SI 3DR JZF W?DROJO?D JZFEF ?P MFNQOD[ `OJZOD YÔ ]?DJZYH

`ZX ROR X?U VOWT JZNJ ?E `ZX OY JZNJ N YWFDNEO?d

(I 3Y VNEJ ?P 70763H JZF MN` OY FDNWJFR YUWZ JZNJ OP ND

F]VM?XFF MFNQFY PE?] ?DF V?YOJO?D J? ND?JZFE `OJZOD N

YO^>]?DJZ JO]F VFEO?RH JZFX EFJNOD WMNYYOW YJNJUYH `ZOWZ

]FNDY JZNJ JZFOE P?E]UMN ]UMJOVMOFE EF]NODY JZF YN]FA

d��� t���O QQQQVZ
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.P JZFX MFNQF NPJFE N YO >̂]?DJZ JO]F J? ND?JZFE

N[FDWXH JZFX `NOJ ]?EF JZND YO^ ]?DJZY PE?] JFE]ODNJOD[ PE?]

?DF F]VM?XFE J? ND?JZFE JZFD JZFX IFW?]F N DF̀ ZOEF UDRFE

70763A

SI 3MM EO[ZJA

(I 3DR `ZFD X?U >>

SI 3DR OY JZNJ YWFDNEO? JZEFFd

(I /ZNJbY YWFDNEO? JZEFFA

SI 3MM EO[ZJA 8?UMR `FH ?D JZF YWEFFD NJ MFNYJH F^VNDR

OJ INWT JZF FDJOEF ]?DJZA LEFNJA 3MM EO[ZJA 2? JZNJbY

YWFDNEO? JZEFFA

8?UMR X?U fUYJ IEOFPMX F V̂MNOD JZFD `ZNJ JZNJ YZ?`Yd

(I 2? YWFDNEO? JZEFF OD JZOY WNYFH `F ZNQF JZF YN]F

YOJUNJO?D `ZFEF JZOY F]VM?XFF `?ETFR JFD XFNEY `OJZ JZF 8OJX

?P 2J?WTJ?DH NDR JZFD JZF W?DJENWJ `NY O]VNOEFRA

2? JZFX NEF [?OD[ J? [FJ j"+H*%%H fUYJ MOTF UDRFE

YWFDNEO? J`? PE?] JZF 8OJXH NDR ND?JZFE "& XFNEY `OJZ ND?JZFE

8NM7062 ?E N "*$( 3WJ N[FDWXh IUJ ODYJFNR ?P NWWEUOD[ NJ $

VFEWFDJH JZFX NEF [?OD[ J? NWWEUF NJ # VFEWFDJH IFWNUYF

JZNJbY JZF DF̀ 70763 P?E]UMNH DF` ZOEF 70763 P?E]UMNA

2? JZNJ OY $+ VFEWFDJ ?P ZO[Z>MNI?EFR YNMNEXH NY

?VV?YFR J? %& VFEWFDJ ?P ZO[Z>MNI?EFR YNMNEXH Y? JZNJ OY

j#(H$'+A 3DR `ZFD X?U NRR JZNJ J? JZF "+H*%%H JZF J?JNM

VFDYO?D D?` P?E #& XFNEY ?P YFEQOWF OY $)H$+%A

SI 3DR . P?E[?J J? NYT N gUFYJO?D N ]ODUJF N[?A
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.D YWFDNEO?Y J`? NDR JZEFFH JZF RF]?DYJENJOQF JNMTY

NI?UJ NPJFE YÔ ]?DJZYA 3DR MFJ ]F NYTG 2Ô ]?DJZY NPJFE

`ZNJd

(I 2O^ ]?DJZY NPJFE JFE]ODNJOD[ F]VM?X]FDJ `OJZ >>

JFE]ODNJOD[ JZF W?DJENWJ INYOWNMMX `OJZ 8NM7062A 2? OP X?UH

OP JZF W?DJENWJ `OJZ 8NM7062 OY JFE]ODNJFR JZFD JZF F]VM?XFF

OY D? M?D[FE NWWEUOD[ UDRFE 8NM7062H JZF P?E]UMNH Y? JZFX

ZNQF YO^ ]?DJZY J? [FJ J? ND?JZFE N[FDWX OD ?ERFE J? EFJNOD

JZF WMNYYOW YJNJUYA

SI 2? JZNJ `?UMR IF JZF YO^ ]?DJZY OD YWFDNEO? J`? `ZFEF

JZF F]VM?XFF YUWWFYYPUMMX MFPJh OY JZNJ W?EEFWJd

(I /ZF F]VM?XFF YUWWFYYPUMMX MFPJ `OJZOD YÔ ]?DJZY NDR

JZFX EFJNOD JZFOE WMNYYOW YJNJUYA

.D YWFDNEO? JZEFFH JZFX ǸOJFR ]?EF JZND YO^ ]?DJZYH

Y? JZFX IFWN]F N DF` ZOEF UDRFE 70763H Y? JZFX ZNQF M?YJ

JZFOE WMNYYOW YJNJUYA

SI ;TNXA -?̀ `?UMR X?U IEOFPMX F V̂MNOD P?E UY `ZNJ

YWFDNEO? P?UE OYd

(I 2WFDNEO? P?UE OY `ZNJ JZF 8NM7062 VFDYO?D `?UMR IF P?E

JZF YN]F F]VM?XFF OP JZF W?DJENWJ OY O]VNOEFRH NDR JZNJbY JZF

j"+H*%% PO[UEF JZNJ `F JNMTFR NI?UJH `ZOWZ OY fUYJ "' VFEWFDJ

?P JZF UDO]VNOEFR VFDYO?DH NDR JZOY `?UMR IF JZF VFDYO?D JZNJ

`?UMR IF VNOR PE?] 8NM7062A

SI 3MM EO[ZJA 2? UDRFE YWFDNEO? P?UEH JZF F]VM?XFF JZNJ

ZNY YJNXFR `OJZ 2J?WTJ?D NPJFE 8NM7062 ZNY IFFD O]VNOEFRh
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W?EEFWJd

(I 8?EEFWJA

SI -?`H OD JZF NYYU]VJO?DY ?D JZOY POEYJ VN[F ?P JZF

RF]?DYJENJOQF OJ NYYU]FY D? YNMNEX ODWEFNYFYA

KZX ROR X?U ]NTF JZNJ NYYU]VJO?Dd

(I KF INYOWNMMX ]NRF JZNJ NYYU]VJO?D IFWNUYF OJ fUYJ

]NTFY JZF ]NJZ FNYOFEA .P `F W?UMR ZNQF ODWMURFR N #&>XFNE

ZOYJ?EX ?P YNMNEOFYH IUJ JZF FDR EFYUMJ `?UMR IF JZNJ JZF

INEYH JZF YWNMF NDR INEY `?UMR IF JZF YN]FA

2? fUYJ J? ]NTF JZF ]NJZ FNYOFE J? F^VMNODH `F NYYU]F

JZNJ JZFEFbY D? YNMNEX ODWEFNYFR JZE?U[Z?UJ JZFOE WNEFFEA

SI 3MM EO[ZJA /ZNDT X?UA

=FJ ]F NYT X?U J? M??T NJ JZF YFW?DR VN[F ?P JZF

RF]?DYJENJOQFH VMFNYFA

(I 9?U TD? H̀ JZFEFbY ?DF ?JZFE JZOD[ . PNOMFR J? ]FDJO?D

NI?UJ JZOY VN[F #H OY JZNJ UDRFE YWFDNEO? JZEFF `ZFD JZF

F]VM?XFF M?YFY WMNYYOW YJNJUY NDR OY N DF̀ ZOEF UDRFE 70763H

D?J ?DMX OY JZFOE VFDYO?D EFRUWFRH IUJ JZFX NMY? ZNQF J? VNX

]?EF J?`NER JZFOE VFDYO?D >>

SI KZX OY JZNJd

(I >> Y? JZF ]F]IFE W?DJEOIUJO?D OY ODWEFNYFR UDRFE JZF

DF` ZOEF JOFE ?P 70763A 3DR OD JZOY WNYF JZOY F]VM?XFF `?UMR

DFFR J? VNX P?E JZ?YF "& XFNEY JZNJ JZFX NEF `?ETOD[ NY N DF`

ZOEF UDRFE 70763H JZFX ?̀UMR VNX ND NRROJO?DNM j#(H$'+A

SI .Y JZNJ EFPMFWJFR ?D JZF MNYJ MODF ?P JZF POEYJ
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VN[F ?P JZF RF]?DYJENJOQFd

(I 9FYH OJ OYA

SI ;TNXA 2? . NV?M?[OaFA =FJ ]F [? ?D J? JZF YFW?DR

VN[F ?P JZF RF]?DYJENJOQFA

KZNJ OY JZOY INE WZNEJ P?E >> OJ YNXY 3DDUNM 7FDYO?D

<?UE 2WFDNEO?Y <?E BOYWFMMNDF?UY 0]VM?XFFYA

8ND X?U RFYWEOIF `ZNJ X?U ROR ZFEFd

(I /ZOY OY JZF YN]F NDNMXYOY NY F̀ fUYJ `FDJ ?QFE P?E JZF

YNPFJX F]VM?XFFA 4UJ ODYJFNR OJbY P?E N ]OYWFMMNDF?UY

F]VM?XFFA /ZF EUMFY P?E EFJOEF]FDJ P?E N ]OYWFMMNDF?UY

F]VM?XFF NEF ROPPFEFDJ JZND JZFX NEF P?E N YNPFJX F]VM?XFFA

2? OD ?UE F^N]VMF ZFEFH JZOY OY N ]OYWFMMNDF?UY

F]VM?XFF `Z? `?UMR EFJOEF NJ N[F && `OJZ $+ XFNEY ?P YFEQOWFH

JFD ?P `ZOWZ `NY NMEFNRX W?]VMFJFR `OJZ 2J?WTJ?D NDR N PODNM

NQFEN[F YNMNEX ?P j)#H+++A 2? INYOWNMMX JZF YWFDNEO?Y NEF

JZF YN]FA

2WFDNEO? ?DF OY 8NM7062 W?DJENWJ OY UDO]VNOEFR NDR JZF

F]VM?XFE EF]NODY `OJZ JZF 8OJX ?P 2J?WTJ?DH NDR OD JZNJ WNYF

JZOY F]VM?XFF `?UMR EFWFOQF j%*H#++A

2WFDNEO? J`? OY JZNJ JZF 8NM7062 VFDYO?D OY O]VNOEFRH

JZF F]VM?XFF OY [?OD[ J? MFNQF 2J?WTJ?D `OJZOD YÔ ]?DJZY J?

EFJNOD WMNYYOW YJNJUYA 3DR OD JZOY WNYF JZF F]VM?XFFbY

VFDYO?D `?UMR IF j$*H$'+H `ZOWZ OY )+ VFEWFDJ ?P JZF

UDO]VNOEFR N]?UDJA

2WFDNEO? JZEFF OY Z̀FEF JZOY F]VM?XFF MFNQFY 2J?WTJ?D
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Case 12-32118    Filed 08/13/14    Doc 1673



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988
$'

NPJFE YÔ ]?DJZY ZNQF FMNVYFRH NDR Y? ZF ?E YZF EFWFOQFY JZF

DF` ZOEF YJNJUY UDRFE 70763A 2? J?JNM ?P VFDYO?D NPJFE

$+ XFNEY `?UMR IF j#(H))+H `ZOWZ OY && VFEWFDJ ?P JZF

UDO]VNOEFR VFDYO?DA

3DR JZFD PODNMMX YWFDNEO? P?UE OY JZF 8NM7062 VFDYO?D

O]VNOEFRH `ZOWZ OY j'H&'+A

SI -?` P?E I?JZ ?P JZFYF WZNEJYH ?DF P?E YNPFJX F]VM?XFFY

NDR ?DF P?E ]OYWFMMNDF?UY F]VM?XFFYH JZF NYYU]VJO?D ZFEF OY N

]OR>MFQFM F]VM?XFFh OY JZNJ W?EEFWJd

(I 9FYA /ZOY OY N ]OR>MFQFM D?D]NDN[F]FDJ F]VM?XFFH NDR

P?E VUIMOW YNPFJX OJbY JZF YNMNEX P?E N ]OR>MFQFM YFE[FNDJA

SI ,YOD[ JZF YN]F NYYU]VJO?DYH `ZNJ OY JZF O]VNWJ P?E ND

F]VM?XFF `Z? OY N ZO[ZFE VNOR VFEY?D JZND P?E JZF ]OR>END[F

VFE VFEY?DY JZNJ NEF ?D JZFYF J`? VN[FYd

(I 2? JZF INE WZNEJY ?̀UMR M??T QFEX YO]OMNEH JZF R?MMNE

N]?UDJY `?UMR IF [EFNJFEH IUJ JZF NWJUNM YZNVF ?P JZF WZNEJ

`?UMR IF JZF YN]FA

<?E N VFEY?DH OP X?U M??T NJ JZF P??JD?JFY ?D JZF

I?JJ?] ?P JZF VN[FH JZFEFbY N YNMNEX WNV ?P "$'H%%+ P?E N

D?D>2?WONM 2FWUEOJX N[FDWXA

2? JZNJ WNV ]O[ZJ W?]F ODJ? VMNX ZFEFH NMJZ?U[Z .b]

D?J YUEF JZNJ OJ `?UMRH IFWNUYF NY . ]FDJO?DFR FNEMOFE JZFYF

VF?VMF `?UMR VE?INIMX ZNQF J? IF W?QFEFR IX 2?WONM 2FWUEOJXH

NJ MFNYJ YODWF JZF VMND >> JZFEF ?̀UMR IF D? VMND OD VMNWF

P?E JZF JO]F VFEO?R `ZOMF JZFX NEF `?ETOD[ NJ 2J?WTJ?DH
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UDMFYY JZFX O]]FRONJFMX YZOPJFR ?QFE J? ND?JZFE VMNDA

SI 3MM EO[ZJA /ZNDT X?UA 9?U ]FDJO?DFR ?DF ?VJO?D JZNJ

. fUYJ `NDJ J? NYT X?U ?DF ?E J`? gUFYJO?DY NI?UJ P?E JZF

8OJX NY ND NMJFEDNJOQF IFOD[ N RFPODFR W?DJEOIUJO?D VMNDA

K?UMR OJ IF V?YYOIMF P?E JZF 8OJX J? FYJNIMOYZ N

RFPODFR W?DJEOIUJO?D VMNDd

(I 9FYH OJ `?UMRA

SI @?` `?UMR JZNJ W?]VNEF J? `ZNJ JZF 8OJX D?` ZNY

JZE?U[Z 8NM7062d

(I KFMMH N RFPODFR W?DJEOIUJO?D VMND OY ROPPFEFDJ JZND N

RFPODFR IFDFPOJ VMNDH NDR OJbY NMM OD JZF DN]FA

.D N RFPODFR IFDFPOJ VMNDH JZF IFDFPOJ OY RFPODFR NDR

JZFD JZF W?DJEOIUJO?D WZND[FY RFVFDROD[ UV?D Z?` JZF IFDFPOJ

DFFRY J? IF PUDRFRA 2? JZF W?DJEOIUJO?D OY D?J PÔ FRH IUJ OP

OJ OY AAAA

.D N RFPODFR W?DJEOIUJO?D VMND JZF W?DJEOIUJO?D OY

PO^FRH IUJ JZF IFDFPOJ OY D?JA 2? OD N RFPODFR W?DJEOIUJO?D

VMNDH X?U [FJ `ZNJ X?UE W?]V ?UJ OY `?EJZA

3DR INYOWNMMX OD N RFPODFR W?DJEOIUJO?D VMNDH NMM JZF

EOYTY ?P JZF VMND ZNQF IFFD YZOPJFR PE?] JZF F]VM?XFE J? JZF

F]VM?XFF NDR JZ?YF EOYTY ODWMURF ODQFYJ]FDJ EOYTYA 2? JZF

F]VM?XFF OD N RFPODFR W?DJEOIUJO?D VMND OY EFYV?DYOIMF P?E

ODQFYJOD[ ZOY ?E ZFE ODROQORUNM NYYFJYA

/ZF ]?EJNMOJX EOYT OD N VMND MOTF 8NM7062 `ZFEF

]?EJNMOJX OY V??MFR NDR JZF VMND OY PUDRFRH IFWNUYF `F TD?`
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VMNDA .Y OJ V?YYOIMF P?E ND FDJOJX J? ZNQF D? VFDYO?D VMNDg

'L$ 9+'%$))G .J OYA .JbY ND F]VM?XFE RFWOYO?DH

`ZFJZFE ?E D?J JZFX `NDJ J? VE?QORF VFDYO?D IFDFPOJY J? JZFOE

F]VM?XFFY ?E D?JA

'L$ *-N('G 3DR OY OJ V?YYOIMF P?E N 8NMOP?EDON 8OJX

J? W?DJENWJ P?EH J? NEEND[F N VFDYO?D VMND `OJZ N VEOQNJF

VFDYO?D VMNDg

'L$ 9+'%$))G . `?UMR YNX XFYH .b] N`NEF ?P ?DF YUWZ

8OJX OD 8NMOP?EDONA

'L$ *-N('G KZOWZ 8OJX OY JZNJg

'L$ 9+'%$))G 8OJX ?P 2ND 8MF]FDJF OD 2?UJZFED

8NMOP?EDONA

3DR dUYJ P?E X?UE ODP?E]NJO?DH JZF EFNY?D .b] N`NEF OY

JZNJ 8OJX EFWFDJMX ]NRF JZF RFWOYO?D J? d?OD 8NM7062A 2?

JZFX ZNQF D?J XFJ d?ODFR 8NM7062H IUJ JZFX NEF M??TOD[ J?

JENDYPFE PE?] JZFOE VEOQNJF VMND J? 8NM7062A 2? JZNJbY Z?` .

IFWN]F TD?`MFR[FNIMF NI?UJ JZFOE WUEEFDJ NEEND[F]FDJA

'L$ *-N('G . YFF JZNJ JZFEF NEF EFPFEFDWFY J? >>

N[NOD .b] M??TOD[ ZFEF NJ VN[FY $"# NDR $"$ ?P X?UE F^ZOIOJ

`ZOWZ OY NWJUNMMX VNEJ ?P 0^ZOIOJ )H OJbY NI?UJ (#H ($

VN[FY ODJ? JZNJ F^ZOIOJ >> . YFF JZF EFPFEFDWF J? 2?WONM

2FWUEOJX NDR JZF VFEO?RY ?P 2?WONM 2FWUEOJX ZNQF IFFD >>

VN[F $"% >> 2?WONM 2FWUEOJX IFDFPOJY ZNQF IFFD NVVMOFR OD

2J?WTJ?DA 2? JZNJ ZNVVFDFR NDR JZFD OJ `NY FPPFWJOQF P?E N

VFEO?R ?P XFNEYA

d��� t���O QQQQWW

Case 12-32118    Filed 08/13/14    Doc 1673



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988
")*

WOJOFY OD N ]?]FDJA

/ZF 8OJXbY VFDYO?D MONIOMOJOFY NEF NM]?YJ W?]VMFJFMX

ROYVE?V?EJO?DNJF J? JZF YOaF ?P OJY `?ETP?EWFA 9?U ZFNER

JZOY ]?EDOD[H NWW?EROD[ J? 8NM7062H 2J?WTJ?DbY YNPFJX VMND

W?DJEOIUJO?DYH WUEEFDJMX $%A' VFEWFDJ ?P VNXE?MMH NDR JZFX

NEF VE?fFWJFR J? EOYF J? ND NYJ?UDROD[ &( VFEWFDJ ?P VNXE?MM

OD <OYWNM 9FNE #+"*>#+A 9?U WND YFF JZNJ PE?] /NIMF ( OD

BEA B??EFbY EFV?EJA

3DR OJbY D? YFWEFJ Z̀X JZF 8OJXbY VFDYO?D

W?DJEOIUJO?DY NEF Y? ZO[ZA /ZF 8OJX ZNY NR]OJJFR JZNJ OJY

VNYJ VENWJOWFY FDNIMFR F]VM?XFFY J? JUED VFDYO?D YVOTOD[ ODJ?

NH gU?JFH UDgU?JFH NEJ P?E]H NDR JZUY [FJ ]UWZ MNE[FE

VFDYO?DY P?E JZF EFYJ ?P JZFOE MOQFYA /ZNJbY EO[ZJ JZFEF OD

0^ZOIOJ %"+A

.D JZOY WNYFH IX NYYU]OD[ VFDYO?D MONIOMOJOFY OD PUMM

NDR D?J EFYJEUWJUEOD[ JZF]H JZF 8OJX `OMM W?DJODUF J? VNX P?E

OJY VNYJ ]OYJNTFY P?E JZF DF^J JZEFF RFWNRFY ?E ]?EFA

*P# $%Q+*G 2? Z̀NJ R? X?U W?DJFDR YZ?UMR IF R?DF ÒJZ

JZF VFDYO?D MONIOMOJOFYd

)+I @%P&"*%&G ;DF ?P J`? JZOD[YH 9?UE @?D?EA <OEYJH

JZF 8OJX W?UMR O]VNOE OJY VFDYO?D MONIOMOJOFYA 3DR `F WND

JNMT NI?UJ Z?̀ JZNJbY MF[NM UDRFE JZF 4NDTEUVJWX 8?RF NDR JZF

YUVEF]NWX WMNUYF ?P JZF W?DYJOJUJO?DH OJ WND JEFNJ VFDYO?D

WEFROJ?EY ?D N PNOEH FgUOJNIMFH NDR D?DROYWEO]ODNJ?EX INYOY

`OJZ ?JZFE WEFROJ?EYH ?E OJ WND E?MM JZF ROWFH OJ WND Ỳ NMM?`
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RSVP’d to the physical agility test. Less than half that number actually showed up. Many were

quickly disqualified.

11. Both Neumark and Brann make much of the fact that the Department hired

roughly 70 new officers in 2012. Neumark Report, at 20; Brann Report, at 18. Using this figure

to argue the Department is in good shape in terms of hiring is off-base for two reasons. First,

despite these hires, the Department still cannot reach its budgeted number of sworn officers. As a

consequence, drawing attention to this figure actually emphasizes how many officers the

Department has been losing. Second, hiring roughly 70 new officers in one year—something the

Department had no other choice but to do—is dangerous for a city like Stockton, which needs not

just officers, but experienced officers. Neither Neumark nor Brann takes into account the danger

to public safety and the Department itself of having too many new officers on the force.

12. Brann calls into doubt the fact that the Department has difficulty recruiting

qualified lateral candidates. Brann Report, at 16. To do this, he cites the 164 lateral transfer

applications the Department received in 2011 and 2012. Even though he correctly notes, “[i]t

appears that the SPD did not elect to hire any of these lateral transfer candidates,” he states the

fact they applied “is an indication of interest by lateral candidates.” Id. Brann has no knowledge

of the quality of these applicants, and if he did, he would see why the Department hired none of

them. Simply put, each applicant was unqualified. Brann fails to appreciate the idea that the

number of applicants does not matter if none of them are qualified.

The Reasons Officers Left

13. Neumark and Brann argue that because Stockton police officers transferred to

Departments located in cities like Oceanside, CA and Monterey, CA, they did not leave Stockton

for monetary reasons, but because they wanted lifestyle changes. Neumark Report, at 8; Brann

Report, at 13. I do not believe this is the case, and believe that monetary reasons are at least

significant factors in why these officers left. As I stated in my deposition, I conducted exit

interviews with the officers who transferred out of the Department in 2012 while I was Chief.

Neumark and Brann did not take part in any of these interviews. All of the officers told me that

monetary issues were the primary reason they were leaving. Since fiscal year 2008, many of
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these officers experienced cuts in their pay and benefits as high as 20% and 30%. The

Department had very few officers leaving to other departments before these cuts happened. Since

my deposition, I was able to reflect on the exit interviews I conducted. I specifically recall 20 of

these interviews. All 20 of the officers I interviewed told me they left for monetary reasons.

Many had difficulty paying bills. Others worried about retirement. And even more just wanted

financial stability, something they believed the Department could not offer them.

14. On January 23, 2013, I attended a Stockton Police Department alumni dinner. At

that dinner, I spoke with six former Stockton officers individually who transferred to different

agencies in 2012. All six reiterated what they told me in their exit interviews: they left because of

cuts in their pay and/or benefits.

15. As Chief of Police, it is my job to keep a pulse on department morale. I frequently

communicate with my officers on many issues, including the City’s current financial situation and

the bankruptcy case. One of the most frequently expressed concerns by my officers regards

compensation and benefits, and how the City’s financial situation will affect them. During these

conversations, many of my officers have said they will depart to another agency if the

Department’s PERS contract is broken. Others have stated that they will leave the Department if

any additional compensation or benefits cuts occur, no matter how slight.

Officers-per-thousand

16. Brann states “it is a fallacy to attempt to establish a causal relationship between

crime and police staffing levels.” Brann Report, at 7. I disagree, and other reports disagree as

well. For example, the University of California Berkeley report, “The Effect of Police on Crime:

New Evidence from U.S. Cities, 1960-2010” finds a link between staffing levels and crime. And

this is a contemporary report published on November 11, 2012. There is also a 2010 RAND

Research Center on Quality Policing report, “Hidden in Plain Sight: What Cost-of-Crime

Research Can Tell Us About Investing in Police” that summarizes contemporary research also

finding such a link. Additionally, San Jose’s Independent Police Auditor, Judge LaDoris Cordell,

stated she believes San Jose’s rising crime and homicide rates are due to cuts in police staffing.

Mike Colgan, San Jose’s Police Auditor Blames Officer Cuts For Rising Homicide Rate, CBS SF
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I, Justin McCrary, hereby declare:

1. I am a law professor and co-director of the Law and Economics Program at the

University of California, Berkeley. I am also co-director of the Crime Working Group of the

National Bureau of Economic Research. I make this declaration in support of the City’s Reply to

Objections to Statement of Qualifications Under Section 109(c).

2. I have been engaged by the City of Stockton’s counsel, Orrick, Herrington &

Sutcliffe LLP, to assess the opinions, conclusions, and analysis set forth in the declarations and

expert reports of David Neumark and Joseph Brann, as clarified in their depositions, and to

provide my opinions regarding their reports, declarations, and testimony.

3. I have reviewed the declarations and reports of Mr. Brann and Professor Neumark,

filed by the so-called Capital Markets Creditors on December 14, 2012. I also attended Mr.

Brann’s deposition on January 24, 2013, and Professor Neumark’s deposition on February 5,

2013. While Mr. Brann has significant experience in policing and Professor Neumark in labor

economics, neither has an expertise that bridges crime and labor economics, the two subject areas

I believe are most germane to analyzing the City’s concerns regarding the reduction of pension

benefits. By contrast, I received my Ph.D. in Economics in 2003, with a specialty in labor

economics and econometrics from the University of California, Berkeley, and have published

articles on crime, police departments, and statistical methodology in leading economics journals

such as the American Economic Review and the Journal of Econometrics. Furthermore, the

Crime Working Group of the National Bureau of Economic Research that I co-direct currently

holds the highest quality annual scholarly meetings in the United States regarding crime, policing,

and crime policy. Together with my co-directors in the group, I co-edited the book Controlling

Crime: Strategies and Tradeoffs, published by the University of Chicago Press in 2011. A true

and correct copy of my curriculum vitae is attached hereto as Exhibit A.

4. I disagree with Mr. Brann and Professor Neumark’s opinion that a modest pension

benefit reduction would not lead to a mass exodus of experienced officers, and their opinion that

the City of Stockton’s evidence on this question is insufficient. Brann Decl., ¶ 4; Neumark Decl.,

¶ 5. Given the evidence I have reviewed for this engagement, my background knowledge of
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crime, policing, crime policy, police hiring, and the internal functioning of police departments,

and my background knowledge of labor economics, it is my opinion that the City of Stockton

(“the City”) is at a crisis point in regards to police department staffing. Further downgrades to

compensation and benefits, such as the modest pension benefit reductions contemplated by Mr.

Brann and Professor Neumark, in my opinion, are likely to push the City over the precipice,

leading to a further acceleration of police department departures, including departures of some of

the most able officers, and to worsened morale among those officers who remain with the

department.

5. My disagreement with Mr. Brann and Professor Neumark in this regard is

primarily based on the reasons set forth below, and more fully explained in my report (“the

Report”), a true and correct copy of which is attached as Exhibit B:

a. The Stockton Police Department (“the Department”) has already

downgraded compensation and benefits over the past four years, which has

accelerated the normal process of attrition at the Department.

b. Mr. Brann and Professor Neumark’s alternative explanations for why

officers have been departing Stockton neither account for the timing of the

departures nor comport with the findings of contemporary economic

literature.

c. Police officers, young and old, value their pensions highly, as is obvious by

virtue of the fact that nearly every police department nationally offers a

pension.

d. As a matter of common sense and economic theory, virtually every worker

in the economy has a “trigger point,” that is, a sufficiently severe

downgrade to compensation and benefits at which he or she will seek

employment elsewhere or simply stop working.

e. Given the downgrades in compensation and benefits since 2008 and the

reductions in police staffing since 2008, which has left the same or more

work to be done by fewer officers, a modest pension reduction would likely
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bring a significant number of Stockton police officers to their “trigger

point.”

6. I also disagree with Mr. Brann’s conclusion that a modest pension benefit

reduction would not lead to increased crime. A pension downgrade would likely lead to a

significant number of officer departures, which in turn would compromise the safety of the

citizens of Stockton.

7. My disagreement with Mr. Brann in this regard arises from my extensive

econometric research on the effect of police on crime and my associated review of the literature

in economics and criminology on the effect of police on crime and the monetization of safety.

My disagreement is primarily based upon the following, and is more fully explained in the

Report:

a. Contrary to Mr. Brann’s position, there is extensive, multi-decade literature

establishing a causal connection between crime and police staffing levels.

b. In a paper I co-authored, “The Effect of Police on Crime: New Evidence

from U.S. Cities, 1960-2010,”1 my co-author and I concluded that as of

2010, Stockton was the number 2 most under-policed city among

California cities with a population of 200,000 or more. Updating our

rankings for the purposes of this case, I concluded that as of 2011, Stockton

was the number 1 most under-policed city among California cities with a

population of 200,000 or more, surpassing the previous leader, Oakland,

California.

c. The conclusion that, as of 2011, Stockton was the single most under-

policed city among California cities with a population of 200,000 or more

is based on my empirical estimation that every $1 less spent on police costs

would result in over $3 in crime costs for Stockton residents. I predict this

result will be more extreme once complete crime and police staffing data

1 Chalfin and McCrary (2013), NBER Working Paper 18815, attached hereto as Exhibit C.
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I, Eric Jones, hereby declare:

1. I am the Chief of Police in the City of Stockton, California (“the City” or

“Stockton”). I make this declaration in support of confirmation of the City of Stockton,

California’s (“City”) First Amended Plan For The Adjustment Of Debts Of City Of Stockton,

California (November 15, 2013).

2. I have served in the Stockton Police Department in some capacity for over 20

years. I became the Chief of Police in March of 2012. Prior to becoming Chief, I served as

Assistant Chief from September 2011 to March 2012 and as Deputy Chief from March 2008 to

September 2011. I hold a bachelor’s degree in Criminal Justice from California State University,

Sacramento, and a Masters of Public Administration from National University. I am a member of

the Central Sierra Police Chiefs Association, California Police Chiefs Association, and the

International Association of Chiefs of Police. I hold certificates from the Commission on Peace

Officer Standards and Training, and am a member of the FBI’s National Academy Law

Enforcement Executive Development Association and Police Executive Research Forum.

3. On June 28, 2012, I executed a declaration in support of the Statement of

Qualifications the City filed on June 29, 2012 (the “June Declaration” or “June Decl.”). On

February 15, 2013, I submitted a declaration in support of the City’s Reply to Objections to

Statement of Qualifications Under Section 109(c) (the “Reply Declaration” or “Reply Decl.”).

The Continuing Challenges To Public Safety In Stockton

4. As of the date of this Declaration, all of my testimony in the June Declaration and

Reply Declaration continues to be true and accurate to the best of my knowledge. The City of

Stockton continues to suffer from a disproportionately high crime rate and low number of police

officers. Violent crime, despite a reduction in 2013, is still extremely high in Stockton. Already

in 2014 (as of March 25), there have been 12 homicides, compared to six homicides at this time

last year. Further, although violent crime reduced in 2013, overall crime did not.

5. Another major challenge is the continually understaffed police department. Not

including positions funded by Measures A and B, as of today the Stockton Police Department has

365 budgeted positions (which include the recent COPS hiring grant). Although we have made
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some incremental progress in our hiring outpacing our attrition, the police department has so far

been able to fill only 351 of these positions. This is partly because hiring has outpaced attrition at

an extremely slow pace. From January 2012 to date (March 25, 2014), the Stockton Police

Department has hired 134 police officers; during the same time period, 104 police officers have

left the department through attrition. This attrition itself is a major challenge to public safety,

because it takes with it vast experience that is difficult to replace. In fact, the average tenure of

the Stockton Police Department’s officers has dropped markedly. Comparing the 366 police

officers and sergeants (not including police managers and commanders) that the Stockton Police

Department had in July of 2009, and the 328 officers and sergeants Stockton has as of March

2014, the average tenure has dropped from 14.22 years in 2009 to 9.34 years in 2014.

6. Once the current 365 budgeted positions are filled, under Measures A and B the

authorized budgeted positions for the police department will increase to 485. The police

department believes that if aggressive hiring were to take place, we could potentially reach the

485 police officer level about three years from now. But even at the level of 485 police officers,

the officer-per-thousand-resident ratio would be only 1.6. This is still far from the 2.0 ratio

recommended in 2006 for the City of Stockton by Dr. Anthony Braga, as well as the 2.0 ratio

recommended in 2013 by criminal justice consultants David Bennett and Donna Lattin as part of

their Marshall Plan report. Stockton needs about 600 police officers to reach the recommended

2.0 officer-per-thousand-resident, and even at 485 officers, Stockton will be nowhere near this

level.

7. Additionally problematic is the fact that police officers are still leaving the

Stockton Police Department for other police departments. The Stockton Police Department is not

competitive in the marketplace with other police departments and this is drastically affecting our

retention and recruitment. Of the 104 police officers that left the department from January 2012

through March 25, 2014, 44 left for other police departments. I continue to speak with exiting

staff as well as various members of the department to keep a pulse on department morale. Most

officers, as well as my managers and commanders, continue to tell me that if the Department’s

CalPERS contract is broken, they will depart to another agency. Others continue to say that they

*-40 $%!&%$$) ,120/ #'"%$"$' +3. $&('

d��� t���O QQQQXZ

Case 12-32118    Filed 08/13/14    Doc 1673



*-40 $%!&%$$) ,120/ #'"%$"$' +3. $&('

d��� t���O QQQQYQ

Case 12-32118    Filed 08/13/14    Doc 1673



Case 12-32118 Doc 23 Page 8 of 138

d��� t���O QQQQYR

Case 12-32118    Filed 08/13/14    Doc 1673



Case 12-32118 Doc 23 Page 9 of 138

d��� t���O QQQQYS

Case 12-32118    Filed 08/13/14    Doc 1673



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

)$

QF .D PNWJH D? ?DF NJ X?UE POE] 8?D`NX BNW5FDaOF OY ND

NWJUNEXH NEF JZFXg

"F /ZNJbY W?EEFWJA

QF -?`H M??TOD[ NJ X?UE EFYU]FH `ZOWZ OY 0 ẐOIOJ " J?
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8OJX OJYFMPg
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QF <?E N 8OJX OJYFMPg

"F -?J JZNJ .b] Ǹ NEF ?PA

QF -?`H X?U ZFNER JZNJ BEA =FMNDRH `Z?YF JFYJO]?DX X?U

ZFNER JZF ?JZFE RNXH `NY JZF 1OEFWJ?E ?P <ODNDWF P?E JZF 8OJX

?P <NOEPOFMR P?E #' XFNEYf ROR X?U ZFNE JZNJ JFYJO]?DXg

"F . RORH XFYA

QF 3DR INYFR UV?D JZNJH X?U `?UMR WEFROJ ZO] P?E ZNQOD[

F^VFEOFDWF OD NWJUNMMX VEFVNEOD[ IUR[FJY NDR VE?dFWJO?DY P?E

8NMOP?EDON WOJOFYH ?̀UMR X?U D?Jg

"F . R?DbJ TD?` YVFWOPOWNMMX `ZNJ BEA =FMNDR ROR OD JZNJ

E?MFA

QF -?`H OD JZF POE]bY ?̀ET ?P 8?D̀ NX BNW5FDaOF JZNJ

X?UbQF IFFD R?OD[ P?E JZF 8OJX ?P 1FJE?OJH X?U ZNQF IFFD

ODQ?MQFR OD NDNMXaOD[ VFDYO?D MONIOMOJOFY P?E JZF 8OJXH

W?EEFWJg

"F 9FYH NM?D[ `OJZ N JFN] JZNJ ]NTFY UV `ZNJ `F EFPFE J?

NY hJZF VFDYO?D JNYT P?EWFAh

QF 3DR JZNJ JFN] ?P VFDYO?D JNYT P?EWF VF?VMF ODWMURFY

NWJUNEOFYH W?EEFWJg

"F .J R?FYH XFYA

QF /ZF BOMMO]ND POE] OY JZF NWJUNEX POE] JZNJ `?ETY NY

VNEJ ?P X?UE JFN] J? RFQFM?V ÒJZ X?UE JFN] P?E Y?]F ?P

1FJE?OJbY VFDYO?D ?IMO[NJO?DYg

"F 9FYH BOMMO]ND OY FD[N[FR IX JZF 8OJX ?P 1FJE?OJ NDR

`?ETY ?D JZF VFDYO?D JNYT P?EWFA
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QF 9?U ]FDJO?DFR JZNJ X?U QOYOJFR JZF 8OJX ?P 2J?WTJ?D OD

X?UE JFYJO]?DX FNEMOFE J?RNXf JZNJbY JZF ?DMX JO]F JZNJ X?U

ZNQF VFEY?DNMMX QOYOJFR JZF 8OJX ?P 2J?WTJ?DH W?EEFWJg

"F 9FYA

QF 3DR NMJZ?U[Z X?U YNX X?U QOYOJFR JZF 2`FDY?D NDR

CND 4UYTOET L?MP 8?UEYFY NDR ;NT 7NETH NDR J?UEFR R?`DJ?`D

2J?WTJ?DH OJbY JEUFH OY OJ D?JH X?U RORDbJ [? ODJ? 8OJX ZNMMg

"F . ROR D?J [? ODJ? 8OJX ZNMMH W?EEFWJA

QF 9?U RORDbJ JNMT J? NDX 2J?WTJ?D 8OJX F]VM?XFFYH ROR

X?Ug

"F /ZNJbY W?EEFWJH . ROR D?JA

QF 9?U RORDbJ JNMT J? NDX 2J?WTJ?D RFVNEJ]FDJ ZFNRYg

"F . ROR D?JA

QF -?`H OD JZF 8OJX ?P 1FJE?OJ WNYF Z? F̀QFEH X?U R? ZNQF

NWWFYY J? RFVNEJ]FDJ ZFNRY OD 1FJE?OJH W?EEFWJg

"F 9FYA

QF 3DR X?U R? ZNQF JZF ?VV?EJUDOJX J? JNMT J? JZF] NI?UJ

`NXY JZNJ JZNJ JZF 8OJX ?P 1FJE?OJ WND O]VE?QF JZF

?VFENJO?DYH W?EEFWJg

"F 9FYA

QF 4UJ OD JZOY WNYFH X?U RORDbJ ZNQF JZNJ ?VV?EJUDOJXH

W?EEFWJg

"F . ROR D?J ZNQF JZNJ ?VV?EJUDOJXH JZNJbY W?EEFWJA

QF 9?U RORDbJ JNMT J? NDX 2J?WTJ?D 8OJX 8?UDWOM ]F]IFEYH

ROR X?Ug
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"F -?A /ZOY OY N RNJN V?ODJ JZNJ YUVV?EJY JZF 8OJXbY

WZNENWJFEOaNJO?D JZNJ JZF P?EFWNYJ OY W?DYFEQNJOQFA

QF 3DR NY N W?DYFEQNJOQF VMND QFEYUY N VMND JZNJ OY

N[[EFYYOQFH OJ OY ]?EF MOTFMX J? IF PFNYOIMF JZND JZF

N[[EFYYOQF VMNDH W?EEFWJg

"F BEA @OMFH . JZ?U[ZJ `FbQF NMEFNRX ZNR JZOY

W?DQFEYNJO?DA . JNTF D? V?YOJO?D ?D IFOD[ PFNYOIMFH NDR JZF

8OJX RFPODFY `ZNJ OJ ]FNDY IX N W?DYFEQNJOQF P?EFWNYJ OD JZNJ

JZF QNEONDWFY NEF ]?EF MOTFMX J? IF [??R DF Ỳ JZND INR DF`YA

QF 3DR OP JZFX NEFH ]?EF MOTFMX J? IF [??R DF`Y JZND INR

DF`YH JZOY VMND OY ]?EF MOTFMX J? IF PFNYOIMFH W?EEFWJg

"F . R?DbJ ZNQF ND ?VODO?D ?D JZNJA

QF -?`H . `NDJ J? NYT X?U N W?UVMF ?P JZOD[Y NI?UJ `ZNJ

X?U `FEF N`NEF ?P Z̀FD X?U `E?JF X?UE EFV?EJH VNEJOWUMNEMX

`OJZ EFYVFWJ J? JZOY POEYJ ?VODO?D YFWJO?D ?P X?UE EFV?EJA

3J JZF JO]F JZNJ X?U `E?JF X?UE EFV?EJH X?U `FEF D?J

PNWJ?EOD[ OD WFEJNOD 8NMOP?EDON MǸ Y NDR VE?V?YOJO?DY JZNJ

NPPFWJ ]UDOWOVNM JN^ W?MMFWJO?DYH F̀EF X?Ug

"F 8?UMR X?U WMNEOPX Z̀NJ X?UbEF EFPFEEOD[ J?g

QF 2UEFA <?E ODYJNDWFH NJ X?UE RFV?YOJO?DH . NYTFR X?U

OP X?U W?UMR JFMM ]F `ZNJ 7E?V?YOJO?D "$ `NYA 1? X?U

EF]F]IFE ]F NYTOD[ JZNJ eUFYJO?Dg

"F 9?U NYTFR ]F NI?UJ YFQFENM 8NMOP?EDON YJNJUJFYA

QF 3DR R? X?U EF]F]IFE JZNJ X?U JFYJOPOFR JZNJ X?U ZFNER

?P 7E?V?YOJO?D "$ IUJ X?U W?UMRDbJ JFMM ]F `ZNJ JZF YVFWOPOWY
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`FEFg

"F . JZODT JZNJ W?UMR ZNQF IFFD ]X NDY`FEH XFYA

QF 3DR X?U NMY? ZFNER BEA =FMNDR JFYJOPX XFYJFERNX NI?UJ

JZF >> B?DRNXH NI?UJ JZF FPPFWJ ?P 7E?V "$ NDR 7E?V ) ?D

YZ?EJ>JFE] NDR M?D[>JFE] VE?VFEJX JN^ [E?`JZf ROR X?U ZFNE

JZNJ JFYJO]?DXg

"F . WFEJNODMX ZFNER ZOY JFYJO]?DX NI?UJ VE?VFEJX JN^FYH

XFYA

QF 3DR JZ?YF W?DYORFENJO?DY JZNJ BEA =FMNDR JFYJOPOFR

NI?UJ ?D B?DRNX `FEF D?J JZOD[Y JZNJ X?U `FEF N`NEF ?P Z̀FD

X?U ROR X?UE EFV?EJH `FEF JZFXg

"F .b] D?J YUEF JZNJ . UDRFEYJNDR X?UE eUFYJO?DA

QF KFMMH OP X?U RORDbJ TD?` NDX ?P JZF YVFWOPOWY ?P

7E?V "$H X?U WFEJNODMX F̀EFDbJ NIMF J? PNWJ?E JZNJ ODJ? X?UE

EFV?EJ `ZFD X?U `E?JF OJf OYDbJ JZNJ JEUFg

"F . JZODT `ZNJ X?UbEF EFPFEEOD[ J? OY JZNJ . `?UMR D?J

ZNQF IFFD NIMF J? PNWJ?E JZ?YF ODJ? VE?dFWJO?DYH NDR . RORDbJ

RFQFM?V VE?dFWJO?DYA

QF 3DR NJ X?UE RFV?YOJO?DH `ZFD . NYTFR X?UH X?U RORDbJ

TD?` `ZNJ 7E?V?YOJO?D %H JZF [N]IMOD[ ODOJONJOQFH `NYf OYDbJ

JZNJ W?EEFWJg

"F 3Y . ODROWNJFRH X?U NYTFR ]F NI?UJ YFQFENM 8NMOP?EDON

YJNJUJFY JZNJ . `NYDbJ Ǹ NEF ?PA

QF 3D?JZFE ?DF `NY 3EJOWMF "' 2FWJO?D ") 8NMOP?EDON

8?DYJOJUJO?DH RFIJ MO]OJf X?U `FEFDbJ N ǸEF ?P JZNJ
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YVFWOPOWYH N[NODH F̀EF X?Ug

"F 3[NODH . R?DbJ EFWNMM NMM ?P JZFYF YJNJUJFY JZNJ X?U

NYTFR ]F NI?UJH IUJ WFEJNODMX JZNJ W?UMR IF JZF WNYFA

QF 3DR X?U `FEFDbJ N`NEF ?P `ZNJ JZF YVFWONM PUDR

R?WJEODF `NYH `FEF X?Ug

"F 2N]F NDY`FEH BEA @OMFA

QF 3DR X?U RORDbJ TD?` `ZNJ 7E?V #") `NYH ROR X?Ug

"F 3[NODH YN]F NDỲ FEA

QF =FJbY ]?QF J? JZF ]ODO]U] WNYZ INMNDWF NDR JZF

W?DJOD[FDWX OYYUF P?E N ]ODUJFA =FJbY M??T NJ VN[F % ?P X?UE

EFV?EJA .D JZNJ EFV?EJ ?D VN[F %H X?U WMNO] JZNJ JZF 8OJX

OYH eU?JFH hZ?NEROD[ WNYZ OD JZF M?D[>END[F PODNDWONM VMNDAh

1? X?U YFF JZNJg

"F 8?UMR X?U V?ODJ ]F F̂ NWJMX `ZFEFg

QF 9FYA .bMM PODR OJ OD N ]ODUJFA /NTF N M??T NJ JZF

I?JJ?] ?P VN[F *H JZF MNYJ J`? YFDJFDWFY ?D JZNJ VN[FA /ZF

MNYJ J`? MODFY YNXG

RQF 3DR JZF W?DYFEQNJOY] F]IFRRFR OD JZF 8OJXbY

M?D[>END[F PODNDWONM VMND ?IYWUEF JZNJ JZF 8OJX OY

NWJUNMMX Z?NEROD[ WNYZ OD OJY M?D[>END[F PODNDWONM VMNDAh

1? X?U YFF JZNJg

"F . R?A

QF -?`H . JZODT JZNJ OJbY PNOE J? YNX JZNJ ?DF ?P JZF

INYFY P?E JZNJ NYYFEJO?D OY JZF PNWJ JZNJ JZF 8OJX OY

]NODJNODOD[ I?JZ N ]ODO]U] WNYZ INMNDWFH F^VEFYYFR NY N
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Case 12-32118    Filed 08/13/14    Doc 1673



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

()

"F -?H WFEJNODMX D?JA

QF KZNJ OY X?UE ?VODO?D OD JZNJ EF[NERg

"F 3[NOD . JZODT JZF VEO]NEX V?ODJH POEYJ ?P NMMH . ZNQF

DFQFE UYFR NDX̀ ZFEF WM?YF J? JZ?YF `?ERY NDR . R?DbJ TD?` Z?`

NDX?DF W?UMR ]NTF JZNJ NYYU]VJO?D INYFR ?D ]X EFV?EJA

2FW?DRMXH BYA -OWZ?MMH OD ZFE EFIUJJNM EFV?EJH . JZODT

NWJUNMMX EO[ZJ NPJFE JZNJ YFDJFDWFH VEFJJX ]UWZ [?FY ?D J?

W?DPOE] ]X V?ODJH Z̀OWZ OY JZOY OY ?UJ ?P JZF 8OJXbY W?DJE?MA

3DR . R?DbJ ZNQF BYA -OWZ?MMbY EFIUJJNM EFV?EJ UV

ZFEFH IUJ JZNJ FYYFDJONMMX [?FY ?D J? W?DPOE] JZNJ JZFEF NEF

DU]FE?UY PNWJ?EY JZNJ [? ODJ? W?DJEOIUJO?DYH NDR OD JZF FDR

8NM7062 `?UMR IF JZF ?DF ]NTOD[ JZ?YF RFJFE]ODNJO?DYA

QF KFbQF ZFNER N M?J PE?] JZF 8OJX OD JZOY WNYF NI?UJ OJY

IFMOFP JZNJ OJ ZNY D? NMJFEDNJOQF IUJ J? NYYU]F JZF VFDYO?D

MONIOMOJOFYA 1? X?U ZNQF ND ?VODO?D NI?UJ JZNJg

"F . R?A

QF 3MM EO[ZJA 8ND X?U VMFNYF F^VMNOD OJg

"F KFMMH .b] MOQOD[ `OJZ OJ POEYJZNDR EO[ZJ D?` OD JZF

8OJX ?P 1FJE?OJ INDTEUVJWXA /ZF 8OJX ?P 1FJE?OJ ]NRF N

RFWOYO?D JZNJ NPJFE XFNEY ?P D?J VUJJOD[ ]?DFX J? ǸERY

YFEQOWFY NDR ODQFYJ]FDJ IFWNUYF OJ ZNR J? RFQ?JF Y? ]UWZ

J?`NERY VFDYO?D NDR ;704 MONIOMOJOFYH JZNJ OJ DFFRFR J? [FJ

JZ?YF UDRFE W?DJE?MH NDR OD ?ERFE J? VUJ NRFeUNJF PUDROD[

J?`NERY YFEQOWFY NDR ODQFYJ]FDJ JZNJ EFYORFDJY NDR IUYODFYYFY

F^VFWJ OJ DFFRFR J? NRdUYJ JZ?YF NWWEUFR IFDFPOJY P?E I?JZ

d��� t���O QQQQZQ
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VFDYO?D NDR ;704A

KZNJ . YǸ OD JZNJ VE?WFYYH WFEJNODMX .b] ZFNEOD[ N

M?J ?P ZFEFH INYFR ?D W?]]FDJY XFYJFERNXH JZFEF `NY N YJE?D[

IFMOFP JZNJ OP NDX?DF JEOFR J? J?UWZ NWWEUFR IFDFPOJYH

FYVFWONMMX VFDYO?D IFDFPOJYH JZNJ NMM ?P JZF F]VM?XFFY ?̀UMR

MFNQFA KF ZNQF D?J YFFD JZNJA

3Y ZNY IFFD VUIMOWMX EFV?EJFRH JZF 8OJXbY VMND R?FY

W?]F UV J? JZF VMNJF OD NRdUYJ]FDJ J? NWWEUFR VFDYO?D

IFDFPOJYH JZFEF NEF DU]FE?UY ?E[NDOaNJO?DY ?E VNEJOFY JZNJ

NEF O]VNWJFR IX JZNJH JZNJ ZNQF NWJUNMMX YUVV?EJFR JZNJH

ODWMUROD[ JZF EFJOEFF W?]]OJJFF P?E JZF 8OJX ?P 1FJE?OJH NDR

`F ZNQF D?J YFFD NDX O]VNWJ PE?] ND F]VM?X]FDJ YJNDRV?ODJA

3DR JZF EFNY?D Z̀X OY IFWNUYF . JZODT JZNJ YO]OMNE J?

N M?J ?P YOJUNJO?DY `ZFD X?U NEF OD ROYJEFYYH JZFEFbY ND

F]?JO?DNM NYVFWJf Z?`FQFEH MFNQOD[ OY D?J [?OD[ J? WZND[F

NDXJZOD[A

3DR `ZNJ `F ZNQF R?DF YVFWOPOWNMMX `OJZ JZF 8OJX ?P

1FJE?OJH OY F̀ ZNQF ]NRF YUEF JZNJ `F ZNQF N VNWTN[F JZNJ OY

[?OD[ J? NJJENWJ F]VM?XFFY [?OD[ P?E`NERH NDR WFEJNODMX OD

JZOY EF[NER . UDRFEYJNDR JZFEF NEF N M?J ?P FMF]FDJY JZNJ

`?UMR [? ODJ? NRdUYJOD[ ?E O]VNOEOD[ NWWEUFR VFDYO?D

IFDFPOJYA

BX F V̂FEOFDWFH ]X POEYJZNDR F V̂FEOFDWF `OJZ JZF

YOJUNJO?D JZNJbY [?OD[ ?D EO[ZJ D? H̀ `ZFEF JZOY OY ZNVVFDOD[H

ZNY D?J EFYUMJFR OD `ZNJ ZNY IFFD F̂ VEFYYFRA
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QF 2? OD X?UE ?VODO?DH Z?` OY JZF 8OJXbY RFWOYO?D D?J J?

O]VNOE VFDYO?DY EFMFQNDJ J? JZF JEFNJ]FDJ ?P <ENDTMODbY WMNO]

UDRFE JZF VMNDg

"F KFMMH OP JZF 8OJXbY V?YOJO?D OY OJ WNDbJ VNX <ENDTMOD

]?EF JZND N VFDDX ?D JZF R?MMNE IFWNUYF OJ ZNY D? ]?DFXH .

PODR JZNJ ODW?DYOYJFDJ ÒJZ NYYU]OD[ NY UDO]VNOEFR JZOY

MONIOMOJX EFMNJFY J? VFDYO?DYH FYVFWONMMX [OQFD JZF DNJUEF ?P

JZNJ MONIOMOJXA

#(F M-L%)'-%D /ZNDT X?U P?E X?UE ODRUM[FDWF JZOY

]?EDOD[H BEA B??EFH . TD?` . ZNR X?U ?D JZF YJNDR P?E N M?D[

JO]FA 9?UE @?D?EH . `?UMR JFDRFE JZF `OJDFYYA

'L$ *-N('G 8E?YY>F̂ N]ODNJO?DA

*(-))V$O"#+%"'+-%

K0 #(F L+/$D

QF BEA B??EFH MFJ ]F [? INWT J? JZF IF[ODDOD[ J? YJNEJ

`OJZA . JZODT X?U JFYJOPOFR JZNJ X?U NEF `?ETOD[ `OJZ JZF

_?DFY 1NX POE] OD X?UE NYYO[D]FDJ P?E JZF 8OJX ?P 1FJE?OJf OY

JZNJ W?EEFWJg

"F _?DFY 1NX OY ?DF ?P JZF NRQOYFEY JZNJbY ODQ?MQFR OD

JZF 8OJX ?P 1FJE?OJ EFYJEUWJUEOD[H XFYA

QF 3DR Y? OJbY ?DF ?P JZF POE]YH MN` POE]Y JZNJ X?U NEF

`?ETOD[ `OJZ JZFEFf W?EEFWJg

"F 9FYA

QF 3DR JZOY OY X?UE JZOER NYYO[D]FDJH OY OJ D?JH `OJZ JZF

_?DFY 1NX POE]H JZF POEYJ IFOD[ JZF _FPPFEY?D 8?UDJX WNYF
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9FNE #+"*>#+A /ZNJbY fUYJ ODWEFROIMFA

KF WND YFF JZNJ OD 0̂ ZOIOJ #*)&H `ZOWZ `NY JZF

RF]?DYJENJOQF . YZ?̀ FR FNEMOFE J?RNXH `ZOWZ YU]]NEOaFY JZF

RNJN PE?] 0^ZOIOJ "# ?P BEA B??EFbY EFV?EJA

3DR UDMOTF NMM ?P JZF ?JZFE F]VM?XFF EFJOEF]FDJ W?YJY

?E V?YJ>F]VM?X]FDJ IFDFPOJY WOJFR IX BEA 4FMTDNVH JZF 8OJXbY

W?DJEOIUJO?DY J? 8NM7062 WNDD?J IF ]?ROPOFR ?UJYORF ?P JZF

INDTEUVJWX WNYF NDR JZFX NEF W?]VMFJFMX ?UJYORF ?P OJY

W?DJE?MA

/ZF 8OJXbY `Z?MFYNMF NYYU]VJO?D ?P VFDYO?D MONIOMOJOFY

NMY? ]NTFY OJ QFEX ROPPOWUMJ J? VMND P?E N YJNIMF PUJUEFA

9?U ZFNER BEA =N]?UEFU^A 8NM7062 WNMMY NMM JZF YZ?JYH YFJY

JZF ROYW?UDJ ENJFYH YFJY JZF ]?EJNMOJX NYYU]VJO?DYH YFJY JZF

RF]?[ENVZOW NYYU]VJO?DYA /ZNJbY ZOY JFYJO]?DX PE?] RNX JZEFF

NJ "*&H NDR . JZODT BYA -OWZ?MM W?DPOE]FR JZNJ V?ODJ JZOY

]?EDOD[A

.D JZF MONIOMOJX OD NDX [OQFD XFNE ?`OD[ OD VNEJ J?

JZF QFEX Q?MNJOMF DNJUEF ?P 8NM7062b ODQFYJ]FDJ EFJUEDY WND

Y`OD[ [EFNJMXH NDR X?U WND YFF JZF ODQFYJ]FDJ EFJUEDY OD

0^ZOIOJ % J? BEA =N]?UEFU^bY RFWMNENJO?DH NDR JZNJbY

0^ZOIOJ %+"&A

1FYVOJF JZOYH `F ZFNER ?QFE NDR ?QFE NI?UJ JZF 7FDYO?D

3E]N[FRR?DH `ZOWZ BEA =FQODY?D EFPFEFDWFR OD ZOY ?VFDOD[

YJNJF]FDJH OP JZF VFDYO?DY NEF O]VNOEFRA . YU[[FYJH

9?UE @?D?EH JZNJ BEA =N]?UEFU^ VUJ JZF MOF J? JZNJA
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KF ZFNER ZO] F̂ VMNOD JZNJ OP JZF 8OJX `FEF J? O]VNOE

VFDYO?D MONIOMOJOFYH NMM QFYJFR IFDFPOWONEOFY ?P JZF 2J?WTJ?D

VFDYO?D VMNDH `ZFJZFE JZFX EFJOEFR #+ XFNEY N[? ?E YJOMM

`?ETOD[ P?E JZF 8OJX ?E Y?]F Z̀FEF FMYF `?UMR YZNEF ENJNIMX OD

N EFRUWJO?D OD IFDFPOJYA B?QOD[ J? ND?JZFE f?I `?UMR D?J

ZFMV JZF]A /ZF M?YY NY J? QFYJFR IFDFPOJY `?UMR ?WWUEH

VFEO?RH NDR JZNJbY JZF JFYJO]?DX PE?] BEA =N]?UEFÛ NJ RNX

JZEFFH VN[F #+% J? #+(A /ZNJ `NY W?]VFMMOD[ JFYJO]?DX NDR

BYA -OWZ?MM W?DPOE]FR JZF V?ODJA

3MY? W?]VFMMOD[ `NY BEA B??EFbY JFYJO]?DX NI?UJ ZOY

POEYJZNDR F^VFEOFDWFY OD 1FJE?OJH Z̀FEF F]VM?XFFY ZNQF D?J

PMFR OD EFYV?DYF J? VFDYO?D O]VNOE]FDJA 9?U WND YFF JZNJ OD

ZOY JFYJO]?DX NJ RNX JZEFFH VN[FY () J? )+A

@F YNOR JZNJ JZFX ZNQFDbJ YFFD F]VM?XFFY MFNQOD[H NDR

ZF YNOR JZNJ `ZNJ 1FJE?OJ OY R?OD[ OY ?PPFEOD[ W?]VFJOJOQF

W?]VFDYNJO?D VNWTN[FY [?OD[ P?E`NERH NDR F]VM?XFFY NEF ]NTOD[

JZF ENJO?DNM IUYODFYY RFWOYO?DA

BEA B??EF ZNY EFNM MOPF POEYJZNDR F V̂FEOFDWF ?P Z?`

JZOY VMNXY ?UJ OD JZF FQFDJ ?P VFDYO?D RFJFE]ODNJO?DA

. JZODT FgUNMMX W?]VFMMOD[ `NY BEA =N]?UEFU b̂Y

JFYJO]?DX JZNJ QFYJFR VFDYO?D IFDFPOJY WNDbJ IF WZND[FR

EFJE?NWJOQFMX NIYFDJ JFE]ODNJO?D ?E O]VNOE]FDJ OD JZF

INDTEUVJWX WNYFA /ZNJbY ZOY JFYJO]?DX ?D RNX JZEFFH YJNEJOD[

NJ VN[F #+(A

.D EFYV?DYF J? N gUFYJO?D PE?] BEA 6O?YH BEA =N]?UEFU^
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YNOR JZNJ JZF 8OJX WNDD?J R? NDXJZOD[ NI?UJ QFYJFR VFDYO?D

IFDFPOJYH NIYFDJ JFE]ODNJO?DA . JZODT X?U ZFNER JZNJ PE?]

BEA 6O?Y N[NOD JZOY ]?EDOD[A

KF ROR ZFNE JZOY ]?EDOD[ PE?] BYA -OWZ?MM JZF YWNEX

ZXV?JZFJOWNMY NI?UJ F]VM?XFF VFDYO?DY IFOD[ RENYJOWNMMX

EFRUWFRA 4UJ `ZFD X?U VFFM INWT JZF YTOD ?P JZF ?DO?DH .

JZODT OJbY VEFJJX WMFNE JZNJ JZ?YF ZXV?JZFJOWNMY NEF INYFR ?D

UDEFNMOYJOW NYYU]VJO?DYH ]Nf?E NYYU]VJO?DYA

/ZFEFbY D? FQORFDWF JZNJ JZF 8OJX W?UMR D?J ?PPFE

W?]VFJOJOQF EFJOEF]FDJ IFDFPOJY OP OJbY NIMF J? EOR OJYFMP ?P

JZF YODY ?P JZF VNYJ NDR J? YJ?V VNXOD[ P?E NMM ?P JZF

VFDYO?D YVOTOD[ NDR JZF NI?QF ]NETFJ VENWJOWFY JZNJ OJ D?`

YNXY OJbY ROYW?DJODUFRA /ZF 8OJX W?UMR R? F N̂WJMX NY 1FJE?OJ

ZNY R?DFH ?PPFE W?]VFJOJOQF IFDFPOJYA KOJZ D? ODWFDJOQF J?

MFNQFH F]VM?XFFY `?UMR YJNXA

2? `ZNJ R?FY JZNJ ]FNDd

*P# $%Q+*G 6FPEFYZ ]X EFW?MMFWJO?D OD JZF EFW?ER ?P

fUYJ Z?` YO[DOPOWNDJ VFDYO?D YVOTOD[ `NYA /ZFEF NEF N PF`

F^N]VMFY JZNJ `FEF VE?QORFR VNEJOWUMNEMX ZFEF OD JZF

FMO[OIOMOJX JEONMA

7F?VMF `OJZ VEFJJX ZO[Z ODW?]FY `Z? VMNXFR Y?]F [N]FY

JZNJ VE?RUWFR Y?]F YO[DOPOWNDJ DU]IFEYH IUJ . RORDbJ ZFNEH

JZNJ . EFWNMMH JFYJO]?DX NI?UJ JZF i[NERFD QNEOFJX VFDYO?DAi

KF R? ZNQF FQORFDWF JZNJ JZF [NERFD QNEOFJX VFDYO?D

?UJ JZFEF OY D?J N YO^ RO[OJ DU]IFEH NMJZ?U[Z JZFEF NEF
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3DR OD OJY ?`D E?UDRNI?UJ `NXH BEA =FMNDR W?DPOE]FR

BEA B??EFbY JFYJO]?DXA @F DFQFE ROYN[EFFR `OJZ JZF DU]IFEYA

@F fUYJ YNOR JZF 8OJX `?UMR MOTF J? ZNQF EFYFEQF JZNJbY

FYYFDJONMMX UDVEFWFRFDJFRH N EFYFEQF JZNJ PNE F^WFFRY JZF

8OJXbY ZOYJ?EOWNM VENWJOWFH NDR JZF 8OJXbY ? D̀ EFW?]]FDRFR

[UORFMODFYH NDR FQFD JZF [UORFMODFY YFJ IX JZF L?QFED]FDJ

<ODNDWF ;PPOWFEYb 3YY?WONJO?DH JZF YFMP>RFYWEOIFR NEIOJFE ?P

IFYJ VENWJOWFYA

K?UMR OJ IF DOWF P?E JZF 8OJX J? ZNQF YUWZ N ]F[N

EFYFEQFd 3IY?MUJFMXA 4UJ D?J NJ JZF YN]F JO]F JZNJ JZF 8OJX

OY JEXOD[ J? IUEX <ENDTMOD `OJZ N ?DF WFDJ EFW?QFEXH D?J NJ

JZF YN]F JO]F JZNJ JZF 8OJX RFWORFY J? P?EF[? OJbY ?DF

?VV?EJUDOJX J? ROYWUYY VFDYO?D MONIOMOJOFY NDR NWJUNMMX R?

Y?]FJZOD[ NI?UJ JZF VE?IMF] JZNJ VUJ OJ ODJ? JZOY INDTEUVJWX

WNYF OD JZF POEYJ VMNWFh NDR WFEJNODMX D?J OD JZF PNWF ?P

BEA =N]?UEFU b̂Y JFYJO]?DX `ZOWZ ROYWEFROJY W?]VMFJFMX JZF

8OJXbY NMMF[FR IUYODFYY fUYJOPOWNJO?D P?E D?J NJJF]VJOD[ J?

O]VNOE VFDYO?DYA

KZNJ `F `OMM ROYWUYY J?RNX OY JZNJ JZFEF `?DbJ IF N

]NYY F^?RUY PE?] JZF 8OJX OP VFDYO?DY NEF P?EWFR J? YZNEF JZF

IUERFD ?P JZOY EFYJEUWJUEOD[A BEA =N]?UEFU^ ]NRF OJ WMFNE

JZNJ F]VM?XFFY ZNQF D? ODWFDJOQF `ZNJY?FQFE J? MFNQF JZF 8OJX

OD JZF PNWF ?P VFDYO?D O]VNOE]FDJA

/ZF IUERFD ?P O]VNOE]FDJ `?UMR IF YZNEFR IX NMM JZ?YF

`Z? ZNQF QFYJFR IFDFPOJYH `ZFJZFE JZFX ?̀ETFR P?E JZF 8OJX ?E
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ND?JZFE N[FDWXA /ZFEFbY D? ODWFDJOQF J? YNX ROYVMNWF JZNJA

/ZNJbY fUYJ VEFJF ĴA

.bMM J?UWZ ?D NMM ?P JZNJH NY `FMM NY FQORFDWF

FYJNIMOYZOD[ JZF QNMUF ?P <ENDTMODbY YFWUEFR WMNO]A 4UJ

IFP?EF F̀ ROQF ODJ? JZF FQORFDWFH .bR MOTF J? YJFV INWT NDR

JNMT N MOJJMF IOJ NI?UJ JZF MN` Y? `F WND ZNQF Y?]F W?DJF^J

`ZFD W?DYORFEOD[ JZF PNWJYA

;D JZF YFW?DR RNX ?P JEONMH X?U RFYWEOIFR W?DPOE]NJO?D

NY JZF YFEOFY ?P ZUERMFY JZNJ JZF 8OJX ZNY J? [FJ ?QFEH NDR

X?U D?JFR JZNJ JZF RUJX ?P JZF 8?UEJ J? IF ODRFVFDRFDJMX

VFEYUNRFR ?P NMM ?P JZF FYYFDJONM FMF]FDJY ?P W?DPOE]NJO?D OY

N]VMOPOFR OD 8ZNVJFE *A

/Z?YF FMF]FDJY ?E ZUERMFY NEF EO[ZJ JZFEF OD JZF

4NDTEUVJWX 8?RFH OD 2FWJO?D *%$ NDR ""#"A KF P?WUYFR ?D P?UE

?P JZF] OD ?UE IEOFPOD[A <OEYJ JZF EFgUOEF]FDJ UDRFE

2FWJO?D *%$cISc(SH JZNJ JZF VMND IF OD JZF IFYJ ODJFEFYJ ?P

WEFROJ?EY NDR PFNYOIMFA

2FW?DRH JZF ODJFEM?WTOD[ EFgUOEF]FDJY >> NDR .bMM

J?UWZ ?D JZNJ >> ?P 2FWJO?DY ""##cNSH ""#$cNSc%S NDR ""#*cISH

JZNJ N VMND D?J WMNYYOPX WMNO]Y OD N `NX J? [FEEX]NDRFEOD[H

JZNJ JZF VMND VE?QORF JZF YN]F JEFNJ]FDJ J? WMNO]Y JZNJ NEF

WMNYYOPOFR J?[FJZFE NDR JZNJ JZF VMND D?J ROYWEO]ODNJF

UDPNOEMXA

/ZOERH JZF EFgUOEF]FDJ ?P 2FWJO?D ""#*cNSc$SH JZNJ JZF

VMND IF VE?V?YFR OD [??R PNOJZA
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!- 9* Bh!UddYUfg!gc*

!. J* 9bX!h\Y!ch\Yfg!fYZYfg!hc!h\Y!<]hm%g!WfYX]hcfg(

!/ WcffYWh8

!0 9* Hh\Yfg!kci`X!VY!UbmVcXm!h\Uh%g!bch!Ub!Yad`cmYY!cf

!1 U!W]h]nYb(!]Z!mci!k]``(!h\Uh!<$<!gYfj]WYg!fYXiWYX*

!2 J* Lc!h\Uh!kci`X!]bW`iXY!h\Y!<]hm%g!VcbX!\c`XYfg(

!3 VcbX!]bgifYfg(!WcffYWh8

!4 9* KYh]fYYg*

!5 J* 9bX!fYh]fYYg!Ug!]h!fY`UhYg!hc!h\Y!fYh]fYY!\YU`h\

-, WUfY(!WcffYWh8

-- 9* 9h!h\Uh!dc]bh!]b!h]aY(!h\Uh%g!f][\h*

-. J* Hh\Yfg!XcYg!bch!fYZYf!hc!<U`I>KL(!WcffYWh8!!

-/ 9* 9h!h\Uh!h]aY(!`]_Y`m!bch*

-0 J* NbXYf!h\Y!<]hm%g!dfcdcgU`!hc!]hg!WfYX]hcfg(

-1 <U`I>KL!XcYg!bch!VYUf!Ubm!dUfh!cZ!h\Y(!eichY(!Vfibh!))!hc

-2 igY!mcif!`Ub[iU[Y!))!cZ!h\Y!<]hm%g!fYghfiWhif]b[!YZZcfhg(

-3 f][\h8!!

-4 9* PY``(!B!h\]b_!fYZYff]b[!hc!<U`I>KL!Ug!U!WfYX]hcf

-5 ]g!_]bX!cZ!U!a]gbcaYf*!!PY%fY!^igh!U!WcbXi]h*!!M\Ym!Wc``YWh

., acbYm!Zfca!h\Y!<]hm!UbX!h\Yb![]jY!]h!hc!fYh]fYYg*!!Lc

.- fYZYff]b[!hc!<U`I>KL!]g!`]_Y!fYZYff]b[!hc!h\Y!fYh]fYYg*

.. J* M\Y!<]hm!dUmg!acbYm!hc!<U`I>KL(!WcffYWh8!!

./ 9* Bb!cfXYf!Zcf!h\Ya!hc!hifb!UfcibX!UbX!]bjYgh!]h!UbX

.0 dUm!]h!hc!fYh]fYYg*

.1 J* M\Y!<]hm!\Ug!U!WcbhfUWh!k]h\!<U`I>KL(!WcffYWh(!cf

=B9FHG=!<HNKM!K>IHKM>KL!&5-2'!054)5.44
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!!!!12

!- U!gYf]Yg!cZ!WcbhfUWhg8

!. 9* RYg*

!/ J* 9bX!h\Y!<]hm%g!g]b[`Y!`Uf[Ygh!WfYX]hcf!ibXYf!h\cgY

!0 WcbhfUWhg!]g!<U`I>KL(!WcffYWh8

!1 9* 9g!B!aYbh]cbYX(!h\Ym%fY!_]bX!cZ!U!ib]eiY!ghUhig*

!2 M\Ym%fY!bch![c]b[!hc!))!h\Ym!Xcb%h!WfYUhY!cf![YbYfUhY!acbYm*

!3 M\Ym!hU_Y!acbYm!Zfca!ig(!h\Ym!]bjYgh!]h!UbX!h\Ym![]jY!]h!hc

!4 cif!fYh]fYYg*!!M\Ym%fY!bch![c]b[!hc!YUfb!U!dfcZ]h!Zfca!gcaY

!5 ch\Yf!Yad`cmYf!UbX!igY!]h!hc!giVg]X]nY!cifg*!!Lc!cif

-, fYh]fYYg!jchYg!jchY!cf!g]b_!VUgYX!cb!k\Uh!kY!Wcbhf]VihY!hc

-- <U`I>KL*

-. J* Ack!aiW\!XcYg!h\Y!<]hm!Wcbhf]VihY!hc!<U`I>KL8

-/ 9* B!Xcb%h!\UjY!h\Y!WiffYbh!Z][ifY*

-0 J* =c!mci!\UjY!h\Y!Z][ifY!Zcf!`Ugh!Z]gWU`!mYUf8

-1 9* M\Uh!kci`X!VY!XYhU]`g!B%X!fY`m!cb!ch\Yf!ghUZZ!hc

-2 fYWU``*

-3 J* 9bX!k\c!kci`X!mci!fY`m!cb8

-4 9* Hif!<?H+=Ydihm!<]hm!FUbU[Yf*

-5 J* Rci%fY!Ub!UWh]jY!aYaVYf!cZ!<U`I>KL(!WcffYWh8!!

., 9* 9Wh]jY!aYaVYf!]b!k\Uh!gYbgY8

.- J* M\Uh%g!<U`I>KL%!hYfa]bc`c[m*!!9fY!mci!ZUa]`]Uf

.. k]h\!]h8

./ 9* Gch!Ybh]fY`m!hc!VY!\cbYgh!k]h\!mci*

.0 J* 9``!f][\h*!!Rci%fY!dUfh!cZ!U!diV`]W!U[YbWm(!h\Y

.1 <]hm!cZ!LhcW_hcb!))!WcffYWh8

=B9FHG=!<HNKM!K>IHKM>KL!&5-2'!054)5.44
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!!!0/4

=B9FHG=!<HNKM!K>IHKM>KL!)!&5-2'!054!)!5.44

j^Wj!mWi!X[\eh[!j^[!<ekhj!mWi!j^Wj!m^[d!j^[!<_jo!Wia[Z

\eh!W!^WhZi^_f![n[cfj_ed(!_j!mWi!Z[d_[Z*

M^[!HX`[Yjehi!Ze!dej!h[\kj[!j^[!<_jo%i!i^em_d]

j^Wj!kd_bWj[hWb!_cfW_hc[dj!e\!<WbI>KL!j^hek]^!\W_b_d]!je

cWa[!fWoc[dji!mekbZ!^Wl[!h[ikbj[Z!_d!W!-!c_bb_ed!))

iehho(!-!X_bb_ed!m_j^!W!";"!))!ZebbWh!j[hc_dWj_ed

b_WX_b_jo!\eh!j^[!<_jo(!WdZ!j^[!<_jo!mekbZ!^Wl[!\WY[Z

j^Wj*!!M^Wj!_i!_d!co!Z[YbWhWj_ed(!>n^_X_j!K!WdZ!>n^_X_j

L*

9i!oek!^[WhZ!\hec!;eX!=[_i(!j^[!LjeYajed!<_jo

FWdW][h(!<WbI>KL!h[Wbbo!_id%j!j[Y^d_YWbbo!W!Yh[Z_jeh*

Bj!_i!W!jhkij[[!\eh!j^[!<_jo%i![cfbeo[[i*!!<WbI>KL!^ebZi

ced[o!\eh!j^ei[![cfbeo[[i!_d!jhkij!^Wl_d]!X[[d!Z[fei_j[Z

\eh!j^[_h!h[j_h[c[dj!fWoc[dji!m^[d!j^[o!h[j_h[*!!9dZ

Fh*!=[_i%i!j[ij_cedo!WXekj!j^Wj!_i!ed!j^[!FedZWo!

jhWdiYh_fj(!fW][!11*!!Le!_\!<WbI>KL!m[h[!je!X[!_cfW_h[Z(!

m^Wj[l[h!j^Wj!c[Wdi(!_j!_i!j^[![cfbeo[[i!m^e!mekbZ!

ik\\[h(!dej!<WbI>KL*!!<WbI>KL!Ze[i!dej!^Wl[!W!X_]!\kdZ!

\hec!ej^[h!Y_j_[i!j^Wj!_j!YWd!ki[!je!XWYa\_bb!W!Xh[WY^!

Xo!j^[!<_jo!e\!LjeYajed*!!M^[!\kdZi!_j!^Wi!Wh[!^[bZ!_d!

jhkij*!!!

Gem(!oek%l[!^[WhZ!j^[!j[ij_cedo!))!j^_i!_i!_d

M[h[i_W!AWWi[%i!h[fbo!Z[YbWhWj_ed*!!

MA>!<HNKM6!!B!`kij!mWdj!je!cWa[!ikh[!B

kdZ[hijWdZ!j^[!fheXb[c!_d!oekh!Wh]kc[dj*

!-

!.

!/

!0

!1

!2

!3

!4

!5

-,

--

-.

-/

-0

-1

-2

-3

-4

-5

.,

.-

..

./

.0

.1
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!!!0/5

=B9FHG=!<HNKM!K>IHKM>KL!)!&5-2'!054!)!5.44

FK*!ABE>6!!R[i(!Rekh!Aedeh*

MA>!<HNKM6!!Le![l[ho!ZebbWh!j^Wj!oek!jWa[!WmWo

\hec!<WbI>KL!_i!W!ZebbWh!j^Wj!_i!_d!\WYj!jWa[d!WmWo!\hec
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under-funding. 2077.5 provides a lesser consequence if

the board thinks that it will be able to go ahead and pay

the pensions without impairing the actuarial soundness of

the terminated agency pool.

Of course, that gets me back to the terminated

agency pool. I said the general funds of CalPERS appear

to be just part of the general investment pool and

that's -- Mr. Lamoureux testified that was about assuming

a return in the seven percent range, but he pointed out

that the terminated agency pool -- approximately 70

terminated agencies in the pool, all of which he said are

relatively small -- he said that pool fund is invested in

a much more conservative basis, so assume a return of

about three percent. That means that the shortfall is

even greater because that's what the actuarial analysis

of the need for additional contributions is at the time

of termination and that pool is a relatively small amount

of money.

So the standard solution appears to be that

CalPERS, to the extent it does not have accumulated

contributions, reduces pensions by that amount. That

leads to the interesting question of, well, what is

CalPERS then in relation to a case like this? Who is the

real creditor? It seems to me that, if you're going to

take an individual's pension or part of an individual's

39
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pension, the individual employee is the creditor and

CalPERS is, in effect, kind of a servicing agency. Kind

of like in the mortgage world we have the owner of the

note and deed of trust and the mortgage servicer who

collects a very small fee for collecting the money and

passing it on to the owner of the note and deed of trust.

It looks to me like CalPERS does not bear the

financial risk of a shortfall in payments. Instead, the

structure of the Public Employee Retirement law places

that risk on the employee. So if I'm getting that wrong,

I need to know that as well. I do see under Section

20577.5 the board could elect to pay more than it's

obligated to pay but, again, subject to the limitation

that it would not impact the actuarial soundness of the

terminated agency pool.

If a large California city were to go into that

pool, the gravamen of Mr. Lamoureux's testimony would

lead to the inference that it might affect the actuarial

of the terminated agency pool. That's another puzzle

running around in my brain.

Another puzzle running around in my brain is

with respect to this lien on assets. Section 20574, it's

a pretty interesting provision, and this is the so-called

$1.5 billion lien. I mean, everybody has assumed this

lien is valid. I don't know if everybody has assumed it,
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- 15 -
DECLARATION OF ROBERT DEIS IN SUPPORT OF

CITY’S REPLY TO OBJECTIONS TO STATEMENT OF
QUALIFICATIONS UNDER SECTION 109(C)
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suggests in his report that he even “Enact[ed] Broad Pension Reform Measures” in Oakland.

Bobb Decl., Ex. B, p. 17. However, as discussed in footnote 5 of the Reply, the record suggests

that under Bobb’s administration, Oakland increased public safety pensions by 50 percent, did not

achieve any police employee contributions, achieved only modest contributions from other

employees, and then eliminated the impact of those modest contributions by increasing wages. I

hear my father’s admonition to “do as I say, not as I do.” The declaration being submitted

concurrently by Ann Goodrich establishes that Stockton imposed the full employee contribution

(7-9 percent), eliminated contracted raises, decreased other pays, created lower pension tiers, and

required employees to contribute to medical costs for the first time. See Reply Declaration of

Ann Goodrich. If Bobb and Zielke were at all familiar with the history of painful concessions the

City has imposed on its employees, see Goodrich Decl., ¶¶ 5 et seq., they would recognize the

absurdity of their argument.

39. The City’s cuts to its employees have strained its relationship with its employees

and have caused huge heartache to employee’s and retiree families. Pay has been cut by as much

as 23 percent, along with increased employee medical contributions, and the City has wiped out

any future chance of getting retiree medical insurance. And all this has happened at a time when

the City’s employees—public safety employees in particular—are working harder than ever. The

preponderance of police calls are prioritized on crimes in progress. The City has some of the

busiest fire stations in the country. Because of the City’s extremely low police staffing levels, a

vacancy in Stockton has more of an impact than in other cities. I firmly believe that impairing the

CalPERS pension—a benefit that is offered by all our neighboring cities and is a benchmark in

the state — will be the proverbial “straw that breaks the camel’s back”.

40. The declarants have not offered any “social science research,” or any research at

all, that is analogous to the Stockton situation where the employees have experienced a long list

of concessions or indignities. We do not have 6 months and $500,000 to validate what we all

know: impairing CalPERS will greatly damage our ability to staff a very busy public safety

function, with potential catastrophic consequences. Thus, it comes back to my stated priority as
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- 3 -
DECLARATION OF ANN GOODRICH IN SUPPORT OF

CITY OF STOCKTON’S REPLY TO OBJECTIONS TO
STATEMENT OF QUALIFICATIONS
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5. With respect to the use of comparable cities, I agree with Mr. Bobb’s deposition

testimony that labor market surveys are “important information to have” and are “a standard part

of negotiations.” Bobb Dep., pp. 161:3-162:15. Based on my 29 years as a Human Resources

Director in several different California counties, it is an industry standard practice for California

cities and counties to commission surveys to determine where the wages and benefits of their

employees are relative to similarly situated employees in comparable jurisdictions. Having such

surveys enables jurisdictions to determine how much they need (or don’t need) to offer in wages

and benefits to recruit and retain sufficiently qualified employees.

6. In Stockton’s case, for the last few years, the City has retained Doug Johnson of

Ralph Anderson & Associates to prepare its compensation surveys. My team has relied on the

information provided us by Mr. Johnson during every round of negotiations with every

bargaining group, including during the AB 506 process.

7. Recently, Mr. Johnson completed a salary survey which evaluated where

Stockton’s wages and benefits were relative to other jurisdictions, following the recent adoption

of the nine labor agreements. Attached collectively as Exhibit A are true and correct copies of the

salary surveys Mr. Johnson prepared. Attached as Exhibit B is a true and correct copy of a

memorandum Mr. Johnson prepared for the City in order to explain the rationale behind his

decision to treat certain cities as “comparable” to Stockton.

8. Following years of reductions, it is no longer accurate to characterize Stockton’s

employee wages and benefits as “above-market.” During the AB 506 process, one of the City’s

goals in formulating the Labor Ask was to continue the work it had begun of bringing down its

employee wages and benefits to rates similar to those in comparable cities. The City largely

achieved this goal in the nine new agreements it signed during and after the AB 506 process.

Each of the nine agreements resembled the deals that the City sought from each group in the Ask,

the terms of which included but were not limited to: elimination of certain premium or “add” pays

and reductions in longevity pay, reductions in life insurance, reductions in Long Term Disability

Insurance, elimination of retiree medical benefits, reductions in holidays, holiday pay, sick leave

and vacation benefits, elimination or reduction of sick leave cash outs at separation, deferral of

Case 12-32118 Filed 02/15/13 Doc 716
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- 4 -
DECLARATION OF ANN GOODRICH IN SUPPORT OF

CITY OF STOCKTON’S REPLY TO OBJECTIONS TO
STATEMENT OF QUALIFICATIONS
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vacation cash outs at separation, elimination of annual cash outs of unused vacation, changes in

overtime practices that reduced standby pay, the rate that overtime was paid at and the number of

hours overtime was based on.

9. The recent Doug Johnson survey has confirmed that following the adoption of the

City’s most recent labor agreements, the vast majority of City employees receive wages and

benefits at or below the median of similarly situated positions in comparable cities. Over 130

different classifications were surveyed as to their base salaries, other pays, and benefits. With

very few exceptions, the City’s employees are below the average or median of the labor market.

For example, for the City’s Police Officer class, the survey shows that in Total Cash (i.e. wages

received by the individual), the City is 5.8% below the average or 8% below the median. When

factoring in the value of benefits (health, dental, vision, life and long-term disability) which affect

an employee’s take home pay and which with cash are considered an employees’ “total

compensation,” the City is 5.3% below the average and 6.9% below the median. When adding in

the value of the agency’s retirement contribution and the cash value of time off (through holiday,

vacation, and sick pay), the City’s relative position improves slightly to 1.2% below the average

and 2.6% below the median. This is offset, though, by the City’s recent phase out of retiree

medical benefits, which in conjunction with all the other measures depressed a Police Officer’s

total compensation and benefits to 2.4% below the average and 4.7% below the median.

10. In the June Declaration, I described the City’s drastic cuts to employee

compensation and benefits since 2008, and attached as Exhibit A a chart summarizing many of

the changes negotiated or imposed over the past four years for all of the City’s labor groups.

Attached hereto as Exhibit C is a revised version of Exhibit A to the June Declaration, both in

clean and blacklined format. This revised version shows additional reductions subsequent to June

29, 2012.

11. An example demonstrates starkly the reductions experienced by Stockton

employees over the past four years. Attached hereto as Exhibit D is a document prepared under

my supervision by the City’s Human Resources and Finance departments. The exhibit contains

true and correct descriptions of the contents of actual paychecks of several individual City
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CITYS 8/28/13 DRAFT CONFIDENTIAL AND PRIVILEGED MEDIATION

COMMUN ICATION

Summary of the Agreement betwen the City of Stockton

and the Official Committee of Retirees

The City and the Official Committee of Retirees appointed by the Office of

the United States Trustee to represent and to serve as fiduciary for the

interests of the Citys 2400 retirees Committee agree as follows

The City agrees to propose plan of adjustment that contains among

others the following provisions and the Committee agrees subject to

mutual agreement on the language with respect to the retiree health

benefit claimants as defined in below in the Citys plan of adjustment

and disclosure statement to recommend that retirees vote to accept any

such plan of adjustment and to use reasonable efforts to obtain retiree

support of the plan The required plan provisions are

The City pays retiree health benefits claimants total of $5.1

million in cash on the date that the plan of adjustment

becomes effective and binding on the City and its creditors

This payment is in full satisfaction of all retiree health benefits

claims and no other retiree health benefits will be provided by

the City

lf required by state or federal law the City will withhold from

the aggregate $5.1 million payment any taxes or other

deductions to be withheld from the individual payment to

each claimant The individual recipient is responsible for any

tax
liability

for this payment and the City is not providing any

advice to any recipient as to the taxable impact of this

payment

retiree health benefit claimant is defined as retiree who

was eligible for retiree health benefits based on his or her

collective bargaining agreement at the time of retirement jj
Who was receiving City retiree health benefits as of

June 302012 which includes any retiree who had

waived coverage prior to that date but was otherwise

eligible or any retiree who had exceeded the 15-year

cap for under 65 retiree health benefits but who was

eligible for City retiree benefit for an over 65 retiree

QHSIJSA

RET2000I 424
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CITYS 8/28/13 DRAFT CONFiDENTIAL AND PRIVILEGED MEDIATION

COMMUNICATION

or

Who retired prior to July 2012 with their last day on

payroll having occurred on or before June 30 2012 or

Who was surviving spouse of deceased retiree who

was receiving retiree benefits on June 30 2012

Calculates such claims based on the loss each claimant

suffered on account of the loss of future health benefits based

on the claimants projected life expectancy as determined by

the United States governments 2009 social security tables for

males and females The calculation of future projected

benefits will be adjusted in the case of retirees who retired

under age 50 and who are under age 65 at this time that have

exhausted or would have exhausted their 15 years of under

age 65 retiree health benefits prior to age 65 In these cases

the gap between the two benefits owed no benefit was

owed to the retiree for this time period will be calculated

into determining the retirees full health claim amount

5The Plan does not impair in any way the provisions of the

existing pension benefit plans under which employees retired

including pension amounts and the capped annual cost-of

living adjustment

OHSUSA754373556.2

RET2000 1425
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)+I P,K#G -?` >>

*P# $%Q+*G >> IUJ .bMM `NOJ NDR YFF Z?` INR OJ OYA

)+I P,K#G

SI 4NYFR UV?D JZF WZNEJH MFJbY YJNEJ `OJZ JZF POEYJ

VN[F ?P 0^ZOIOJ $+)'H BEA 4FMTDNVH NDR JZF YNPFJX F]VM?XFF

W?]VNEOY?DA

@?` R?FY 2J?WTJ?D ENDTH NWW?EROD[ J? JZOY WZNEJH ÒJZ

EFYVFWJ J? JZF VFFE WOJOFY JZNJ BEA B??EF WZ?YFH `OJZ EFYVFWJ
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J? OJY J?JNM EFJOEF]FDJ W?YJY NY N VFEWFDJN[F ?P VNXE?MMd

(I /?JNM EFJOEF]FDJ W?YJY NY N VFEWFDJ ?P VNXE?MMH OJbY

fUYJ NI?UJ NQFEN[FH OJbY D?J ND ?UJMOFEA /ZNJ `NY EFNMMX ?DF

?P JZF TFX OYYUFY P?E UYH `NY JZF B??EF EFV?EJ Y?EJ ?P

NJJF]VJ J? FYJNIMOYZ JZNJ 2J?WTJ?D `NY ND ?UJMOFE `ZFD OJ

W?]FY J? W?YJYH NDR JZOY VEFJJX ]UWZ YZ?̀ Y OJbY NQFEN[FA

SI 3DR M??TOD[ NJ JZF ]ORRMF INE ?D JZOY WZNEJH `ZOWZ

YNXY i]FNDHi WND X?U RFYWEOIF JZF 8?UEJ `ZNJ JZNJ OYd

(I _UYJ JZF NEOJZ]FJOW NQFEN[FA

SI 3DR OY JZNJ P?E NMM ?P JZF WOJOFY MOYJFR ZFEFd

(I 9FYA

SI 4X JZF `NXH NEF JZFEF NDX WOJOFY JZNJ 2J?WTJ?D

W?DYORFEY VFFE WOJOFY P?E VUEV?YFY ?P OJY PODNDWONMY JZNJ

R?DbJ NVVFNE ?D BEA B??EFbY W?MMFWJO?D ?P WOJOFYd

(I KFMMH `F ZNQF R?DF N M?J ?P IFDWZ]NETOD[ P?E 2J?WTJ?D

NY VNEJ ?P JZOY `Z?MF EFIUOMROD[ NDR EFYJEUWJUEOD[ VE?WFYYA

2? OJbY O]V?EJNDJ P?E UY J? UDRFEYJNDR `ZFEF JZFX DFFR J? IF

Y? JZNJ JZFX NEF OD N YFEQOWF Y?MQFDJ V?YOJO?DA

3DR `F [FDFENMMX M??T NJ WOJOFY NY ]UWZ NY V?YYOIMF OD

JZF WFDJENM QNMMFXA /ZF ?DF ?]OYYO?D ZFEF . JZODT `?UMR IF

<EFYD?H NDR . JZODT JZF EFNY?D JZNJbY D?J ?D JZF MOYJ OY

IFWNUYF OJbY YMO[ZJMX MNE[FE JZND &++H+++H IUJ `F `?UMR

JXVOWNMMX W?DYORFE <EFYD? N VFFE fUEOYROWJO?D J? 2J?WTJ?DA

SI 3MM EO[ZJA KFbQF M??TFR NJ JZF YNPFJX F]VM?XFF

W?]VNEOY?D P?E J?JNM EFJOEF]FDJ W?YJY NY N VFEWFDJN[F ?P
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VNXE?MMA =FJbY M??T NJ JZF ]OYWFMMNDF?UY F]VM?XFF

W?]VNEOY?DA

3DR `ZNJ R?FY JZNJ YZ?` `OJZ EFYVFWJ J? Z?` 2J?WTJ?D

ENDTY `OJZ EFYVFWJ J? JZF WOJOFY JZNJ BEA B??EF WZ?YF NY VFFE

WOJOFYd

(I KFMMH `ZFD X?U NRfUYJ P?E JZFYF ?JZFE PNWJ?EY 2J?WTJ?D

OY >> N[NOD OJbY D?J ND ?UJMOFEA 3DR `ZFD X?U NRfUYJ P?E

JZFYF ?JZFE PNWJ?EYH OJbY NWJUNMMX IFM?` JZF ]FND OD JFE]Y ?P

]OYWFMMNDF?UY F]VM?XFFYA .JbY NWJUNMMX JZF JZOER M?`FYJ ?D

JZF MOYJA

SI -?`H OD ?ERFE J? TFFV JZF 8OJXbY V?YJ>F]VM?X]FDJ

W?]VFDYNJO?D W?YJY NY M?` NY JZFX NEFH Z̀NJ ZNY JZF 8OJX R?DF

J? ]NTF YUEF JZNJ OJ OY D?J IFOD[ Ỳ NMM?̀ FR UV IX OJY J?JNM

EFJOEF]FDJ W?YJYd

(I KFMMH JZF J`? IO[[FYJ JZOD[Y JZNJ 2J?WTJ?D ZNY R?DF

OYH DU]IFE ?DFH JZFX ZNQF FMO]ODNJFR EFJOEFF ]FROWNM W?QFEN[F

P?E D?J ?DMX EFJOEFFYH IUJ WUEEFDJ F]VM?XFFYA 2? JZNJbY N

ZU[F EFRUWJO?D OD W?YJY P?E JZF 8OJXA

/ZF ?JZFE JZOD[ JZNJ OJ ZNY R?DF OY DF[?JONJFR JZNJ

JZF F]VM?XFFY VNX JZFOE YZNEF ?P JZF 8NM7062 W?DJEOIUJO?D

W?YJYH OD ?JZFE `?ERYH JZF F]VM?XFFbY YZNEFA 2? JZFX NEF D?

M?D[FE VOWTOD[ UV N V?EJO?D ?P JZF F]VM?XFFbY YZNEF ?P JZF

8NM7062b W?YJYA

3DR JZ?YF NEF JZF J̀ ? >> NDR JZFX `FEF DFQFE OD 2?WONM

2FWUEOJXH Y? JZNJ EFNMMX `NYDbJ N PNWJ?EH IUJ JZ?YF NEF JZF
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6ZRNDPDVQT[ 7QQVPQVHU 4FFQORDP[LPJ 5QORDTLUQP 5KDTVU QI ADIHV[ DPG =LUFHNNDPHQWU ?HPULQP 5QUVU LP

AHNHFV 5DNLIQTPLD 5LVLHU

."8-3047!

@ViV YZg^kZY [gdb ?^in d[ =cV]Z^b BS /-.0*.1 Bjaa*O^bZ ?VaLAMN MViZh+

Bdg i]dhZ I^hXZaaVcZdjh ZbeadnZZh ]^gZY WZ[dgZ .,.,/-.0) i]Z ?^in d[ =cV]Z^b Xdcig^WjiZh 4

eZgXZci d[ i]Z ZbeadnZZoh ?VaLAMN Xdcig^Wji^dc &Vahd `cdlc Vh i]Z AbeadnZg LV^Y IZbWZg

?dcig^Wji^dc dg ALI?'+ N^b^aVgan) NV[Zin ZbeadnZZh i]Vi VgZ bZbWZgh d[ i]Z Lda^XZ IVcV\ZbZci

=LI= dg =L= ZbeadnZZ \gdjeh VcY lZgZ ]^gZY WZ[dgZ .,.,/-.0 gZXZ^kZ Z^i]Zg V 2 dg 6 eZgXZci

?^in Xdcig^Wji^dc idlVgY i]Z ZbeadnZZ h]VgZ+ ?aVhh^X =LI= dg =L= ZbeadnZZh ]^gZY dc dg V[iZg

.,.,/-.0 Vahd gZXZ^kZ Z^i]Zg V 2 dg 6 eZgXZci ?^in Xdcig^Wji^dc+ JZl ?VaLAMN bZbWZgh ]^gZY ^cid

Vcn ZbeadnZZ \gdje V[iZg .,.,/-.0 Yd cdi gZXZ^kZ V ?^in Xdcig^Wji^dc+ AbeadnZZh ]^gZY dc dg

V[iZg 4,3,-. VgZ cdi Za^\^WaZ [dg Vcn edhi*gZi^gZbZci bZY^XVa WZcZ[^ih+

NdjgXZh7

BS /-./*.0 ?=BM7 ]iie7,,lll+VcV]Z^b+cZi,^bV\Zh,Vgi^XaZh,/6,=cV]Z^b?=BM+eY[

BS /-.0*.1 BO ?VaLAMN gViZh7 ]iie7,,lll+VcV]Z^b+cZi,_dWhUdee,?VaLAMNUMViZh+eY[

Lda^XZ =hhdX^Vi^dc7 ]iie7,,lll+VcV]Z^b+cZi,i^iaZ,DjbVc(MZhdjgXZh,HVWdg(?dcigVXih,!=L=

NAEP =\gZZbZci7 ]iie7,,lll+VcV]Z^b+cZi,i^iaZ,DjbVc(MZhdjgXZh,HVWdg(?dcigVXih,!NAEP

/#-50;<1406/!

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ >V`Zgh[^ZaY VcY NAEP)

HdXVa 2/. q FVcjVgn .) /-.0 id @ZXZbWZg 0.) /-.1 [dg I^hXZaaVcZdjh ZbeadnZZh7 \4V VKH EHJLPPLPJ

QI VKH =LUFHNNDPHQWU HORNQ[HH#U ULZVK $/VK% FWOWNDVLXH [HDT QI UHTXLFH& VKH 5LV[ YLNN RD[ VKH IWNN

RQTVLQP QI VKH PQTODN FQPVTLEWVLQPU THSWLTHG VQ EH RDLG E[ VKH HORNQ[HH VQ VKH ?WENLF 6ORNQ[HHU#

@HVLTHOHPV A[UVHO( 6IIHFVLXH YLVK VKH LORNHOHPVDVLQP QI VKH ," DV /) THVLTHOHPV RTQJTDO& 5LV[

DJTHHU VQ RD[ QPH $*"% RHTFHPV QI VKH HORNQ[HH#U THVLTHOHPV FQPVTLEWVLQP IQT HORNQ[HHU YLVK NHUU

VKDP ULZ $/% FWOWNDVLXH [HDTU QI UHTXLFH( BKH 5LV[ YLNN RD[ VKH IWNN RQTVLQP QI VKH FQPVTLEWVLQP DV VKH

EHJLPPLPJ QI VKH HORNQ[HH#U ULZVK /VK% FWOWNDVLXH [HDT QI UHTXLFH( 6ORNQ[HHU KLTHG UWEUHSWHPV VQ

7HETWDT[ ++& +))/ YLNN PQV THFHLXH VKLU QPH $*"% RHTFHPV FQPVTLEWVLQP(]

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ >V`Zgh[^ZaY VcY

>V`Zgh[^ZaY Lda^XZ K[[^XZgoh =hhdX^Vi^dc q @ZXZbWZg ..) /-.0 id FjcZ 0-) /-.1 [dg NV[Zin

ZbeadnZZh7 \BKH 5LV[#U FQPVTLEWVLQP UKDNN EH PLPH RHTFHPV $2"% IQT ADIHV[ HORNQ[HHU KLTHG RTLQT VQ

;WN[ *& *21,& IQWT RHTFHPV $-"% IQT VKQUH KLTHG QP QT DIVHT ;WN[ *& *21,& DPG VKTHH $,"% RHTFHPV IQT

VKQUH HORNQ[HHU KLTHG DIVHT ;WPH *& +))/( 6ORNQ[HHU KLTHG QP QT DIVHT ;WN[ *& *21, $LPFNWGLPJ VKQUH

KLTHG DIVHT ;WPH *& +))/%& YLNN EH HNLJLENH VQ THFHLXH VKH PLPH RHTFHPV $2"% RD[OHPV HIIHFVLXH VKH

EHJLPPLPJ QI VKHLT ULZVK $/VK% WPLPVHTTWRVHG [HDT QI UHTXLFH(]

O]Z ?^in d[ >V`Zgh[^ZaYoh ?dbegZ]Zch^kZ =ccjVa B^cVcX^Va MZedgi ^cY^XViZh i]Vi i]Z Ki]Zg Ldhi*

AbeadnbZci >ZcZ[^ih &KLA>' eVnbZci ^c BS /-./*.0 gZegZhZcih V eVnbZci ^c ZmXZhh d[ i]Z =ccjVa

MZfj^gZY ?dcig^Wji^dc+

NdjgXZh7

BS /-./*.0

?=BM7 ]iie7,,lll+WV`Zgh[^ZaYX^in+jh,VYb^c^higVi^dc,[^cVcX^VahZgk^XZh,Ba^e>dd`h,/-.0UgZk?=BM,

^cYZm+]iba
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6ZRNDPDVQT[ 7QQVPQVHU 4FFQORDP[LPJ 5QORDTLUQP 5KDTVU QI ADIHV[ DPG =LUFHNNDPHQWU ?HPULQP 5QUVU LP

AHNHFV 5DNLIQTPLD 5LVLHU

IKPh7 ]iie7,,lll+WV`Zgh[^ZaYX^in+jh,VYb^c^higVi^dc,X^inbVcV\Zg,]jbVcgZhdjgXZh,bdj+]iba

Lda^XZ

=hhdX^Vi^dc7 ]iie7,,lll+WV`Zgh[^ZaYX^in+jh,VYb^c^higVi^dc,X^inbVcV\Zg,]jbVcgZhdjgXZh,bZb

dhUd[UjcYZghiVcY^c\,/-.1UbdjUMAN#/-JK#/-.2-*.0+eY[

NAEP

=\gZZbZci7 ]iie7,,lll+WV`Zgh[^ZaYX^in+jh,VYb^c^higVi^dc,X^inbVcV\Zg,]jbVcgZhdjgXZh,bZbd

hUd[UjcYZghiVcY^c\,/-.0UMAN#/-JK#/--46*.0+eY[

0$3>6- ,4<=-!

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ ?]jaV Q^hiV VcY NAEP

HdXVa //. T ?]jaV Q^hiV AbeadnZZoh =hhdX^Vi^dc q Fjan .) /-.0 id FjcZ 0-) /-.2 [dg I^hXZaaVcZdjh

ZbeadnZZh+

O]Z ?^in d[ ?]jaV Q^hiVoh I^hXZaaVcZdjh ZbeadnZZh VgZ Y^k^YZY ^cid i]gZZ i^Zgh7

o O^Zg . HdXVa I^hXZaaVcZdjh 0# < 3-

o O^Zg / HdXVa I^hXZaaVcZdjh /# < 3- &JZl ?VaLAMN bZbWZgh dc dg V[iZg

1,//,/-.. i]gdj\] ./,0.,/-./'

o O^Zg 0 HdXVa I^hXZaaVcZdjh /# < 3/ &JZl ?VaLAMN bZbWZgh dc dg V[iZg

.,.,/-.0'

O]Z ALI? gZedgiZY ]ZgZ gZ[aZXih dcan i]Z ?^inoh Xdcig^Wji^dc [dg O^Zg . ZbeadnZZh+

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ ?]jaV Q^hiV VcY ?]jaV

Q^hiV Lda^XZ K[[^XZgoh =hhdX^Vi^dc q BS /--2,-3 id BS /--6,.- VcY VbZcYZY BS /-.. [dg NV[Zin

ZbeadnZZh+

O]Z Lda^XZ K[[^XZgoh =hhdX^Vi^dc ]Vh Vc V\gZZbZci l]ZgZWn i]Z ?^in egdk^YZh V 6# ALI? i]Vi ^h

Xdcig^WjiZY Wn i]Z ZbeadnZZ i]gdj\] i]Z ?^in+ O]ZgZ[dgZ) cd ?^in [jcYh VgZ jhZY id egdk^YZ i]Z

LK= ALI?+ O]Z VXijVa LK= IKP aVc\jV\Z ^h Vh [daadlh7

5C?>4 \THRTHUHPVHG HORNQ[HHU $KHTHLPDIVHT !6ORNQ[HH$U%!% UKDNN ODMH FQPVTLEWVLQPU&

VKDV UKDNN EH DRRNLHG VQ VKH 5LV[#U $HORNQ[HT ULGH% FQPVTLEWVLQP VQ 5DN?6@A WPGHT

8QXHTPOHPV 5QGH UHFVLQP +).*/ IQT QRVLQPDN EHPHILVU& LP VKH VQVDN DOQWPV QI PLPH RHTFHPV

$2"% IQT 6ORNQ[HHU LP VKH !<QFDN ?QNLFH >IILFHTU! 5DN?6@A OHOEHT FDVHJQT[ RKDUHG LP DU

IQNNQYU3 ," QP ;DPWDT[ *-& +)**& *(." QP ;WN[ *& +)**& +(+." QP ;DPWDT[ *& +)*+& DPG

+(+." QP ;WN[ *& +)*+( BKH DIQTHOHPVLQPHG FQPVTLEWVLQPU YLNN EH ODGH QP D RTH'VDZ EDULU

VQ VKH HZVHPV RHTOLVVHG E[ 9PVHTPDN @HXHPWH 5QGH UHFVLQP -*-$K%$+%( BKH 5LV[ UKDNN THRQTV&

DU RTHUHPVN[ GQPH& VKH 6ORNQ[HT ?DLG =HOEHT 5QPVTLEWVLQP $6?=5% VQ 5DN?6@A DU

FQORHPUDVLQP HDTPDENH(]

NdjgXZh7

BS /-./*.0

?=BM7 ]iie7,,lll+X]jaVk^hiVXV+\dk,?^inUNZgk^XZh,=Yb^c^higVi^kZUNZgk^XZh,B^cVcXZ,YdXjbZcih,

?]jaVQ^hiVU?=BM/-.0BEJ=H+eY[

IKPh7 ]iieh7,,lll+X]jaVk^hiVXV+\dk,X^inUhZgk^XZh,VYb^c^higVi^kZUhZgk^XZh,]jbVcUgZhdjgXZh,

>Vg\V^c^c\,IKPh+Vhe

Lda^XZ7 ]iie7,,lll+X]jaVk^hiVXV+\dk,?^inUNZgk^XZh,=Yb^c^higVi^kZUNZgk^XZh,DjbVcUMZhdjgXZh,

L@Bh,LK=IKP*LZch^dc?dcig^Wji^dcVcYI^hX-.*/.*..+eY[
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NAEP7 ]iie7,,lll+X]jaVk^hiVXV+\dk,?^inUNZgk^XZh,=Yb^c^higVi^kZUNZgk^XZh,DjbVcUMZhdjgXZh,L

@Bh,?QA=IKP/-.0BEJ=HQAMNEKJhh6*1*.0+eY[

1%;0798=!

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ BgZbdci VcY BgZbdci

=hhdX^Vi^dc d[ ?^in AbeadnZZh &B=?A' q Fjan .) /-.. id FjcZ 0-) /-.0 [dg I^hXZaaVcZdjh ZbeadnZZh+

A[[ZXi^kZ -3,0-,.0) i]Z ?^in d[ BgZbdci Za^b^cViZY i]Z AbeadnZZ eV^Y AbeadnZg ?VaLAMN 2+/6#

?dcig^Wji^dc [dg B=?A bZbWZgh+

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ BgZbdci VcY BgZbdci

Lda^XZ =hhdX^Vi^dc q Fjan .) /-.. id FjcZ 0-) /-.0 [dg NV[Zin ZbeadnZZh+ O]gZZ eZgXZci AbeadnZg

LV^Y IZbWZg ?dcig^Wji^dc Veea^Zh dcan id >ViiVa^dc ?]^Z[h E=BB HdXVa .356 VcY B^gZ NV[Zin E=BB

HdXVa .356+ A[[ZXi^kZ 4,.,.0) BgZbdci Lda^XZ =hhdX^Vi^dc bZbWZgh gZXZ^kZY 1+/2# eVn ^cXgZVhZ)

VcY cd AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc+

NdjgXZh7

BS /-./*.0 ?=BM7 ]iie7,,lll+[gZbdci+\dk,@dXjbZci?ZciZg,Q^Zl,/..3/

IKPh7 ]iie7,,lll+[gZbdci+\dk,^cYZm+Vhem;c^Y912/

Lda^XZ7 ]iie7,,lll+[gZbdci+\dk,@dXjbZci?ZciZg,DdbZ,Q^Zl,004.

I^hXZaaVcZdjh AbeadnZZh7 ]iie7,,[gZbdci+\dk,@dXjbZci?ZciZg,Q^Zl,.5501

?VaLAMN gViZh7 ]iie7,,lll+[gZbdci+\dk,YdXjbZciXZciZg,k^Zl,.54-1

2&;?480!

LZg i]Z ?^inoh bdhi gZXZci V\gZZbZci l^i] i]Z Egk^cZ Lda^XZ =hhdX^Vi^dc) ZbeadnZZh l]d VgZ

bZbWZgh d[ i]Z ?^inoh 0# Vi 2- ?VaLAMN eaVc Z[[ZXi^kZ JdkZbWZg .) /-.0 i]gdj\] =j\jhi .-)

/-.1) i]Z Xdhi d[ i]Z 6# ZbeadnZZ Xdcig^Wji^dc l^aa WZ eV^Y dcZ*]Va[ &1+2#' Wn i]Z ?^in VcY dcZ*

]Va[ &1+2#' Wn i]Z ZbeadnZZ i]gdj\] egZ*iVm eVngdaa YZYjXi^dc+

Jd AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc ^h eV^Y dc WZ]Va[ d[ I^hXZaaVcZdjh hiV[[+

MZi^gZZ ]ZVai] WZcZ[^ih [dg eda^XZ VgZ ZbeadnZZ*eV^Y VcY VYb^c^hiZgZY i]gdj\] i]Z Egk^cZ

AbeadnZZoh >ZcZ[^i Ogjhi BjcY+

NdjgXZh7

BS /-./*.0 ?=BM7 ]iie7,,lll+X^ind[^gk^cZ+dg\,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@9/1-12

IKPh7 ]iie7,,lll+X^ind[^gk^cZ+dg\,X^in]Vaa,Vh,]g,bdjhUgZhdaji^dch+Vhe

Lda^XZ7 ]iie7,,lll+X^ind[^gk^cZ+dg\,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@9.-503

I^hXZaaVcZdjh AbeadnZZh7

]iie7,,lll+X^ind[^gk^cZ+dg\,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@9.5-2.
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3'982 #0-.3!

Hdc\ >ZVX] DjbVc MZhdjgXZh eZghdccZa gZedgi i]Vi Vaa bjc^X^eVa cdc*hldgc ZbeadnZZh VgZ

XdkZgZY jcYZg NdX^Va NZXjg^in) ^cXajY^c\ hZVhdcVa VcY eVgi*i^bZ ZbeadnZZh l]Zc i]Zn gZVX] .)---

gZedgiVWaZ ]djgh+ Pci^a .65-) hldgc NV[Zin eZghdccZa lZgZ Vahd XdkZgZY Wn NdX^Va NZXjg^in l]Zc

Lda^XZ deiZY dji d[ NdX^Va NZXjg^in+

AbeadnZg LV^Y IZbWZg ?dcig^Wji^dch Vh h]dlc Vh d[ i]Z bdhi gZXZci aVWdg V\gZZbZcih) l]^X]

Yd cdi ^cXajYZ Vc ZbeadnZg Xdcig^Wji^dc dc WZ]Va[ d[ i]Z ZbeadnZZ+ Lg^dg id NZeiZbWZg 0-)

/-.0 I^hXZaaVcZdjh hiV[[ gZXZ^kZY i]Z [daadl^c\ ALI?7

! 1 eZgXZci &PcgZegZhZciZY IVcV\ZbZci l^i]^c i]Z ?^in =jY^idgoh K[[^XZ VcY i]dhZ hiV[[

gZegZhZciZY Wn i]Z ?^in =iidgcZnoh =hhdX^Vi^dc')

! 1+/ eZgXZci &AaZXiZY K[[^X^Vah VcY ?^in ?aZg`')

! 3 eZgXZci &PcgZegZhZciZY bVcV\ZbZci VcY cdc*bVcV\ZbZci) ?dc[^YZci^Va AbeadnZZh)

Ac\^cZZg^c\ AbeadnZZh) IVX]^c^hih) VcY i]dhZ gZegZhZciZY Wn i]Z Hdc\ >ZVX]

IVcV\ZbZci =hhdX^Vi^dc') VcY

! 4 eZgXZci &H^[Z\jVgYh VcY NV[Zin IVcV\Zgh'+

DdlZkZg) Z[[ZXi^kZ KXidWZg .) /-.0) i]Z bdhi gZXZci I^hXZaaVcZdjh IKP VbZcYbZcih

Za^b^cViZY i]Z AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc [dg I^hXZaaVcZdjh hiV[[+ ALI? Xdcig^Wji^dch

[dg eda^XZ lZgZ Za^b^cViZY Vh d[ KXidWZg /-..+

O]Z ?^in d[ Hdc\ >ZVX] deZgViZh Vc AbeadnZZ >ZcZ[^ih EciZgcVa NZgk^XZ BjcY+ =h d[ NZeiZbWZg 0-)

/-.0) i]Z cdcXjggZci a^VW^a^in [dg WdcYh eVnVWaZ ^h "1-+6 b^aa^dc+ @jZ l^i]^c dcZ nZVg) i]Z ?^in

dlZh "1+5 b^aa^dc+ O]Z idiVa djihiVcY^c\ eZch^dc dWa^\Vi^dc a^VW^a^in ^h i]jh "12+4 b^aa^dc+

Ei h]djaY WZ cdiZY i]Vi YjZ id XdcigVXi X]Vc\Zh) i]^h VcVanh^h ]Vh WZZc jeYViZY [gdb egZk^djh

kZgh^dch+

NdjgXZh7

BS /-./*.0 ?=BM &eV\Z 64 ^cXajYZh AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc MViZh [dg

I^hXZaaVcZdjh

ZbeadnZZh7 ]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@91-06.

IKPh7 ]iie7,,lll+adc\WZVX]+\dk,]g,ag,bdjh+Vhe

Lda^XZ7 IKP7 ]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@9/06--

=bZcYbZci7 ]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@90/503

I^hXZaaVcZdjh7 ]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@9.54..

]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@90.64/

I^hXZaaVcZdjh

=bZcYbZci7 ]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@903-4-

]iie7,,lll+adc\WZVX]+\dk,X^k^XV,[^aZWVc`,WadWYadVY+Vhe;>adWE@9053-3

4(9/0<=9!

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ IdYZhid VcY

IdYZhid =hhdX^Vi^dc d[ ?^in AbeadnZZoh =hhdX^Vi^dc q NZeiZbWZg /1) /-.0 id IVn 0-) /-.1 [dg

I^hXZaaVcZdjh ZbeadnZZh+ A[[ZXi^kZ KXidWZg /0) /-./ ZbeadnZZh ^cXgZVhZY i]Z^g edgi^dc d[ i]Z

ZbeadnZZ Xdcig^Wji^dc [gdb [djg*iZci]h eZgXZci &-+1#' Wn h^m VcY h^m iZci]h eZgXZci &3+3#' [dg V

idiVa d[ hZkZc eZgXZci &4#' ZbeadnZZ Xdcig^Wji^dc+
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@ViV YZg^kZY [gdb i]Z ILK= XdcigVXi ZmiZch^dc VcY VbZcYbZci YViZY KXidWZg .-) /-./ VcY

ZmiZcY^c\ i]Z eg^dg XdcigVXi l^i] V iZgb d[ IVgX] /5) /-.. * Fjan .2) /-.0 VcY V\V^c ZmiZcYZY

i]gdj\] FjcZ 0-) /-.17 Bdg ZbeadnZZh ]^gZY eg^dg id NZeiZbWZg ..) /-./) i]Z eZch^dc WZcZ[^i

h]Vaa WZ Vh [daadlh7 =h hddc Vh VYb^c^higVi^kZan edhh^WaZ Wji cd aViZg i]Vc @ZXZbWZg .5) /-./)

LjghjVci id i]Z egdk^h^dch d[ NZXi^dc /-36. d[ i]Z ?Va^[dgc^V CdkZgcbZci ?dYZ i]Z ?EOS h]Vaa eVn

ild VcY dcZ*]Va[ &/+2#' d[ i]Z c^cZ &6#' eZgXZci ZbeadnZZ Xdcig^Wji^dc ^c i]Z ZbeadnZZoh cVbZ

d[ i]Z LjWa^X AbeadnZZoh MZi^gZbZci NnhiZb+ NjX] eVnbZcih h]Vaa WZ ^beaZbZciZY ejghjVci id

i]Z egdk^h^dch d[ NZXi^dc /-303&X'&1' d[ i]Z ?Va^[dgc^V CdkZgcbZci ?dYZ) VcY gZedgiZY id LjWa^X

AbeadnZZho MZi^gZbZci NnhiZb Vh XdbeZchVi^dc ZVgcVWaZ+

=aa [jaa*i^bZ ZbeadnZZh ]^gZY WZ[dgZ FVcjVgn .) /-..) ZmXZei [^gZ[^\]iZgh l]d gZXZ^kZ V XVh]

eVndji) VgZ Za^\^WaZ id hZi Vh^YZ V eZgXZciV\Z d[ VXXjbjaViZY h^X` aZVkZ jedc gZi^gZbZci id WZ

jhZY [dg eVnbZci d[ [jijgZ ]ZVai] XVgZ egZb^jbh id V X]d^XZ d[ [djg ^chjgVcXZ eaVch+ O]Z ?^in ]Vh

cd dWa^\Vi^dc id eVn i]Z ]ZVai] ^chjgVcXZ VaadlVcXZ [dg gZi^gZZh l^i] cd VXXjbjaViZY h^X` aZVkZ+

&. bdci] eZg 5 ]djgh d[ XdckZgiZY h^X` aZVkZ'

LZg i]Z ILK= IKP) ?^in d[ IdYZhid NV[Zin ZbeadnZZh l]d lV^kZ bZY^XVa) YZciVa VcY k^h^dc

WZcZ[^ih gZXZ^kZ YZ[ZggZY XdbeZchVi^dc ^c*a^Zj Xdcig^Wji^dch [gdb i]Z ?^in d[ "1/2 eZg bdci])

l]^X] idiVah "2).-- eZg nZVg+ =XXdgY^c\ id i]Z ?^inoh hVaVgn hX]ZYjaZ) i]Z bVm^bjb bdci]an WVhZ

hVaVgn [dg V IdYZhid Lda^XZ K[[^XZg ^h "3/2-+65 dg "42)-..+43 VccjVaan+ =hhjb^c\ Vc d[[^XZg

gZXZ^kZh i]Z bVm^bjb bdci]an WVhZ hVaVgn VcY lV^kZh ?^in*egdk^YZY ]ZVai] ^chjgVcXZ) i]Z ?^in

ldjaY eVn Vc VYY^i^dcVa 4# d[ WVhZ hVaVgn VccjVaan ^c YZ[ZggZY XdbeZchVi^dc id i]dhZ NV[Zin

ZbeadnZZh lV^k^c\ ]ZVai] XdkZgV\Z egdk^YZY Wn i]Z ?^in+ O]^h ediZci^Va 4# VYYZY Xdhi ^h ZmXajYZY

[gdb i]Z idiVa gZi^gZbZci eZgXZci YZe^XiZY ^c i]Z NV[Zin AbeadnZZ ?dbeVg^hdc X]Vgi) Wji bVn

Veean Vh Vc VYY^i^dcVa Xdhi id hZaZXi IdYZhid NV[Zin ZbeadnZZh l]d lV^kZ i]^h WZcZ[^i+

LZg i]Z I?A= IKP) i]Z ?^in h]Vaa bViX] YZ[ZggZY XdbeZchVi^dc Xdcig^Wji^dch dc WZ]Va[ d[ V

eVgi^X^eVi^c\ I^hXZaaVcZdjh ZbeadnZZ ^c V gZ\jaVg edh^i^dc dcZ eZgXZci &.#' d[ Vc ZbeadnZZ%h

gZ\jaVg gViZ d[ eVn dc V W^*lZZ`an WVh^h8 egdk^YZY) i]Z ZbeadnZZ ^h Xdcig^Wji^c\ Vi aZVhi dcZ

eZgXZci &.#'+ Bdg hjX] ZbeadnZZh l]d ]VkZ WZZc Xdci^cjdjhan ZbeadnZY Wn i]Z ?^in [dg [^[iZZc

&.2' dg bdgZ nZVgh) i]Z ?^in h]Vaa Xdcig^WjiZ ild eZgXZci &/#') egdk^YZY i]Z ZbeadnZZ ^h

Xdcig^Wji^c\ Vi aZVhi ild eZgXZci &/#'+

Ei h]djaY WZ cdiZY i]Vi YjZ id XdcigVXi X]Vc\Zh) i]^h VcVanh^h ]Vh WZZc jeYViZY [gdb egZk^djh

kZgh^dch+

NdjgXZh7

BS /-./*.0

?=BM7 ]iieh7,,lll+bdYZhid\dk+Xdb,[^c,YdXh,[^cVcX^Vah,?dbegZ]Zch^kZ#/-=ccjVa#/-MZedgi

#/-/-.0+eY[

IKPN7 ]iieh7,,lll+bdYZhid\dk+Xdb,]g,bdj,bdj+Vhe

Lda^XZ7 ]iieh7,,lll+bdYZhid\dk+Xdb,]g,bdj,YdXh,ILK=,ILK=UIKP+eY[

Lda^XZ

=bZcYZY7 ]iieh7,,lll+bdYZhid\dk+Xdb,]g,bdj,YdXh,ILK=,ILK=#/-HK=#/-?dcigVXi#/-

AmiZch^dc#/-id#/-3+0-+.1+eY[
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MZi^gZZ ]ZVai]

VbZcYbZci7 ]iieh7,,lll+bdYZhid\dk+Xdb,]g,bdj,YdXh,ILK=,ILK=#/-=gi^XaZ#/-./#/-M

Zi^gZZ#/-DZVai]#/-EchjgVcXZ#/-3+.-+/-.0+eY[

I^hXZaaVcZdjh AbeadnZZh7 ]iieh7,,lll+bdYZhid\dk+Xdb,]g,bdj,YdXh,I?A=,I?A=+eY[

NVaVgn NX]ZYjaZ,One^XVa NVaVgn [dg IdYZhid Lda^XZ d[[^XZg7

]iie7,,V\ZcXn+\dkZgcbZci_dWh+Xdb,bdYZhid,YZ[Vjai+X[b;VXi^dc9k^ZlXaVhhheZX$?aVhhNeZXE@96

.04/2$Q^Zl>ZcZ[^ih9SZh

5)-56-8/!

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ KV`aVcY VcY KV`aVcY

Lda^XZ K[[^XZgoh =hhdX^Vi^dc q Fjan .) /--3 id FjcZ 0-) /-.2 [dg NV[Zin ZbeadnZZh+

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ KV`aVcY VcY KV`aVcY

NAEP HdXVa .-/.q Fjan .) /-.0 id FjcZ 0-) /-.2 [dg I^hXZaaVcZdjh ZbeadnZZh+

KV`aVcY LVngdaa hiV[[ gZedgi i]Vi i]Z dcan [gVXi^dc d[ KV`aVcY bjc^X^eVa ZbeadnZZh gZXZ^k^c\ Vc

ZbeadnZg NdX^Va NZXjg^in Xdcig^Wji^dc VgZ eVgi d[ V [ZYZgVaan [jcYZY NZc^dg =E@AN egd\gVb+

I^hXZaaVcZdjh VcY NV[Zin hiV[[ VgZ cdi XdkZgZY Wn NdX^Va NZXjg^in+

O]ZgZ ^h V kdiZg VeegdkZY eVgXZa iVm i]Vi Xdcig^WjiZh id i]Z ?^in d[ KV`aVcYoh LZch^dc KWa^\Vi^dch+

DdlZkZg) lZ VgZ jcVWaZ id YZiZgb^cZ ]dl bjX] d[ i]Z VccjVa LK> ^i hjeedgih+

NdjgXZh7

BS /-./*.0 ?=BM7 ]iie7,,lll/+dV`aVcYcZi+Xdb,l,K=G-113/-

IKPh7 ]iie7,,lll/+dV`aVcYcZi+Xdb,CdkZgcbZci,d,?^in=Yb^c^higVi^dc,Y,AbeadnZZMZaVi^dch,

IKPhVcY?^k^aNZgk^XZMjaZh,

Lda^XZ7 ]iie7,,lll/+dV`aVcYcZi+Xdb,dV`XV.,\gdjeh,]gb,YdXjbZcih,V\ZcYV,dV`-0-066+eY[

NAEP7 ]iie7,,lll/+dV`aVcYcZi+Xdb,dV`XV.,\gdjeh,]gb,YdXjbZcih,bZbdgVcYjb,dV`-13/2/

+eY[

LAMN MViZh7

]iie7,,lll/+dV`aVcYcZi+Xdb,dV`XV.,\gdjeh,]gb,YdXjbZcih,lZWXdciZci,dV`-130/2+eY[

6*4?0;<4/0!

O]Z AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc Veea^Zh dcan id B^ghi O^Zg ZbeadnZZh &[dg NV[Zin

ZbeadnZZh) i]^h ^cXajYZh eda^XZ ZbeadnZZh jcYZg i]Z gZi^gZbZci [dgbjaV d[ 0 eZgXZci Vi V\Z 2-

^[ ]^gZY WZ[dgZ /,.3,/-./+ Bdg adXVa [^gZ hV[Zin ZbeadnZZh) id gZXZ^kZ i]Z AbeadnZg LV^Y IZbWZg

?dcig^Wji^dc) i]Zn bjhi ]VkZ WZZc ]^gZY WZ[dgZ 3,.-,..'+ LZg i]Z IKP ^c Z[[ZXi [gdb Fjan .)

/--6 q @ZXZbWZg .) /-.1) M^kZgh^YZ Lda^XZ K[[^XZg =hhdX^Vi^dc WVg\V^c^c\ jc^i ZbeadnZZh ]^gZY

dc dg V[iZg BZWgjVgn .4) /-./ h]Vaa eVn .--# d[ i]Z ZbeadnZZ%h cdgbVa Xdcig^Wji^dc &XjggZcian

6#' id LAMN+

B^ghi O^Zg b^hXZaaVcZdjh hiV[[ VgZ i]dhZ jcYZg i]Z /+4# Vi 22 gZi^gZbZci [dgbjaV) l]d lZgZ ]^gZY

eg^dg id FjcZ 4) /-..+ =aa NZXdcY &]^gZY dc dg V[iZg FjcZ 4) /-.. Wji eg^dg id FVcjVgn .) /-.0' VcY

O]^gY O^Zg &]^gZY dc dg V[iZg FVcjVgn .) /-.0' ZbeadnZZh bjhi eVn kVgn^c\ edgi^dch d[ i]Z

ZbeadnZZ h]VgZ) l]^X] kVg^Zh Wn ZbeadnZZ \gdje VcY YViZ d[ ]^gZ+
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?^in gZi^gZZ ]ZVai] Xdcig^Wji^dch [dg VXi^kZ ZbeadnZZh dc bdci]an WVh^h kVg^Zh Wn ZbeadnZZ \gdje

IKP VcY YViZ d[ ]^gZ+ =XXdgY^c\ id M^kZgh^YZ DjbVc MZhdjgXZh hiV[[) gZi^gZZ ]ZVai] Xdcig^Wji^dch

Wn i]Z ?^in VgZ [dg NAEP bZbWZgh dcan+ O]Z aVWdg V\gZZbZci heZX^[^Zh i]Vi ?^in Xdcig^Wji^dch VgZ

cdi V \jVgVciZZ d[ XdkZgV\Z dg heZX^[^ZY WZcZ[^i aZkZah+ Od gZXZ^kZ i]ZhZ gZi^gZZ ]ZVai] WZcZ[^ih)

ZbeadnZZh bjhi ]VkZ WZZc ]^gZY eg^dg id YViZh heZX^[^ZY ^c Z^i]Zg Fjan dg @ZXZbWZg /-..+

O]Z ?^in ^hhjZY V hZg^Zh d[ LZch^dc KWa^\Vi^dc >dcYh) l]^X] idiVa ".//)--2)--- ^c djihiVcY^c\

YZWi+ O]Z ?^inoh "1/+2 b^aa^dc Xdcig^Wji^dc [dg BS /-.0*.1 &/5+2# d[ XdkZgZY eVngdaa' ^h VWcdgbVaan

]^\] Vi "04+/ b^aa^dc d[ eg^cX^eVa eVnbZcih VcY "2+0 b^aa^dc d[ ^ciZgZhi) YjZ id YZWi gZhigjXijg^c\

^hhjZh jc^fjZ id i]^h nZVg) l]^aZ ^c BS /-.1*.2) VXXdgY^c\ id i]Z ?^inoh =ccjVa B^cVcX^Va MZk^Zl)

i]Z VccjVa Xdcig^Wji^dc l^aa YZXgZVhZ id "..+5 b^aa^dc &4+6# d[ XdkZgZY eVngdaa'+ O]ZgZ[dgZ) i]Z

/-.1*.2 YZWi hZgk^XZ lVh jhZY [dg i]^h XdbeVg^hdc+

O]gZZ hZaZXi ZbeadnZZ \gdjeh gZXZ^kZ YZ[ZggZY Xdcig^Wji^dc [jcYh eV^Y Wn i]Z ?^in) egdk^YZY i]Z^g

bZbWZgh Xdcig^WjiZ Vi aZVhi "/2+-- eZg eVn eZg^dY+ O]Z kVajZ d[ i]^h VYY^i^dcVa WZcZ[^i ^h cdi

YZe^XiZY Vh V gZi^gZbZci Xdhi ^c i]Z NV[Zin AbeadnZZ ?dbeVg^hdc X]Vgi+ =[[ZXiZY ZbeadnZZ

\gdjeh gZXZ^k^c\ i]^h WZcZ[^i ^cXajYZ7

o E>AR NjeZgk^hdgn ZbeadnZZh bVn gZXZ^kZ je id "0)--- VccjVaan ^c ?^in YZ[ZggZY

Xdcig^Wji^dch

o B^gZ*NV[Zin IVcV\ZbZci ZbeadnZZh bVn gZXZ^kZ je id "/)1-- VccjVaan ^[ ZcgdaaZY ^c adc\*

iZgb Y^hVW^a^in &HO@') dg je id "/)2/- VccjVaan ^[ cdi ZcgdaaZY ^c HO@

o Lda^XZ*NV[Zin IVcV\ZbZci VcY NjeZgk^hdgn ZbeadnZZh bVn gZXZ^kZ je id "/)1-- VccjVaan

^[ ZcgdaaZY ^c adc\*iZgb Y^hVW^a^in &HO@') dg je id "/)25- VccjVaan ^[ cdi ZcgdaaZY ^c HO@

NdjgXZh7

BS /-./*.0 ?=BM7 ]iie7,,lll+g^kZgh^YZXV+\dk,[^cVcXZ,XV[g,/-.0+Vhe

IKPh7 ]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,aVWdg,

Lda^XZ7 ]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,Xdbe,Xdbe[dgbh,MLK=*Lda^XZ+eY[

NAEP7 ]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,Xdbe,Xdbe[dgbh,NAEPUIKP+L@B

>ZcZ[^ih

X]Vgi7 ]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,WZcZ[^ih,WZcZ[^i[dgbh,?KMU>ZcZ[^ih?]Vgi+eY[

Bg^c\Z >ZcZ[^ih VcY NVaVgn LaVc7

]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,Xdbe,Xdbe[dgbh,B>*NL+eY[

?VaLAMN MViZh7 ]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,WZcZ[^ih,WZcZ[^i*gZi^gZZ*XVaeZgh+Vhe

@Z[ZggZY XdbeZchVi^dc7 ]iie7,,lll+g^kZgh^YZXV+\dk,]jbVc,WZcZ[^ih,WZcZ[^i*YZ[Xdbe*124+Vhe

.-+-.;-708=9!

=XXdgY^c\ id NVXgVbZcid ]jbVc gZhdjgXZh hiV[[) Vaa cdc*hldgc ZbeadnZZh VgZ XdkZgZY Wn NdX^Va

NZXjg^in+ O]Z AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc gViZ d[ 0# Veea^Zh dcan id XZgiV^c

I^hXZaaVcZdjh ZbeadnZZh) l]^X] ^cXajYZ i]Z bV_dg^in d[ XaZg^XVa VcY eVgVegd[Zhh^dcVa hiV[[+

NdjgXZh7

BS /-./*.0 ?=BM &LV\Z .-0 ^cY^XViZh ?VaLAMN AbeadnZg LV^Y IZbWZg ?dcig^Wji^dc

MViZh'7 ]iie7,,edgiVa+X^ind[hVXgVbZcid+dg\,B^cVcXZ,=XXdjci^c\,MZedgi^c\
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IKPh [dg Lda^XZ VcY I^hXZaaVcZdjh

hiV[[7 ]iie7,,edgiVa+X^ind[hVXgVbZcid+dg\,DM,@^k^h^dch,HVWdg*MZaVi^dch,HVWdg*=\gZZbZcih

NdX^Va NZXjg^in7

]iie7,,edgiVa+X^ind[hVXgVbZcid+dg\,DM,@^k^h^dch,>ZcZ[^ih*MZi^gZbZci,MZi^gZbZci

..+-8 #0;8-;/489!

Ec[dgbVi^dc h]dlc ]ZgZ ^h ZmigVXiZY [gdb i]Z bdhi gZXZci ?dbegZ]Zch^kZ =ccjVa B^cVcX^Va

MZk^Zl ejWa^Xan VkV^aVWaZ dc i]Z ?^inoh lZWh^iZ) l]^X] ^h [dg BS /-.-*..+

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ NVc >ZgcVgY^cd VcY

NVc >ZgcVgY^cd CZcZgVa Pc^i AbeadnZZh q FVcjVgn .) /-.. id FjcZ 0-) /-./ [dg I^hXZaaVcZdjh

ZbeadnZZh7 \6IIHFVLXH ;WPH *& +)**& DNN PHYN[ KLTHG =LUFHNNDPHQWU OHOEHTU YLNN RD[ VKH IWNN 0

RHTFHPV HORNQ[HH FQPVTLEWVLQP DOQWPV VQ ?6@A(]

@ViV YZg^kZY [gdb i]Z IZbdgVcYjb d[ PcYZghiVcY^c\ >ZilZZc i]Z ?^in d[ NVc >ZgcVgY^cd VcY

NVc >ZgcVgY^cd Lda^XZ K[[^XZgoh =hhdX^Vi^dc q FVcjVgn .) /--3 id @ZXZbWZg 0.) /--6 [dg NV[Zin

ZbeadnZZh7 pBKH 5LV[ YLNN LPFTHDUH VKH EDUH UDNDT[ QI DNN ADIHV[ HORNQ[HHU FQXHTHG E[ VKLU

DJTHHOHPV E[ FQPXHTVLPJ VKH PLPH RHTFHPV $2"% 6ORNQ[HT ?DLG =HOEHT 5QPVTLEWVLQP $6?=5% VQ

EDUH UDNDT[(] DdlZkZg) VXXdgY^c\ id NVc >ZgcVgY^cd DjbVc MZhdjgXZh hiV[[) i]Z ?^in ?djcX^a ]Vh

^bedhZY cZl iZgbh id hjheZcY i]Z 6# WVhZ hVaVgn ^cXgZVhZ+ O]Z NVc >ZgcVgY^cd LK= ^h egZhZcian

Zc\V\ZY ^c bZY^Vi^dc id VYYgZhh i]^h ^hhjZ+

JdiZ / d[ i]Z BS /-.-*.. ?=BM ZmeaV^ch i]Vi i]Z ?^in ]VY ig^\\ZgZY V YZ[Vjai jcYZg i]Z LZch^dc

KWa^\Vi^dc >dcY) Vh i]Z ?^in lVh jcVWaZ id YZedh^i i]Z BS /-./*.0 YZWi hZgk^XZ eVnbZci YjZ id

i]Z igjhiZZ+ =YY^i^dcVa ^c[dgbVi^dc lVh cdi egdk^YZY Wn i]Z ?^inoh B^cVcXZ YZeVgibZci+

NdjgXZh7

BS /-.-*.. ?=BM &bdhi gZXZci VkV^aVWaZ'7

]iie7,,lll+X^+hVc*WZgcVgY^cd+XV+jh,X^k^XVm,[^aZWVc`,WadWYadVY+Vhem;>adWE@9.1236

IKPh7 ]iie7,,lll+X^+hVc*WZgcVgY^cd+XV+jh,X^in]Vaa,X^inUbVcV\ZghUd[[^XZ,]g,bdjh+Vhe

Lda^XZ7 ]iie7,,lll+X^+hVc*WZgcVgY^cd+XV+jh,X^k^XVm,[^aZWVc`,WadWYadVY+Vhem;>adWE@9/23/

I^hXZaaVcZdjh AbeadnZZh7

]iie7,,lll+X^+hVc*WZgcVgY^cd+XV+jh,X^k^XVm,[^aZWVc`,WadWYadVY+Vhem;>adWE@9/226

I^hXZaaVcZdjh AbeadnZZh =bZcYbZci7

]iie7,,lll+X^+hVc*WZgcVgY^cd+XV+jh,X^k^XVm,[^aZWVc`,WadWYadVY+Vhem;>adWE@9.32.3

./+-8=- "8-!

=h d[ Fjan .) /-.0) i]Z ?^in gZedgih V 6# Xdcig^Wji^dc [dg NV[Zin &hldgc' ?VaLAMN bZbWZgh jcYZg

i]Z 0# Vi 2- eaVc+ Jdc*hldgc bZbWZgh d[ i]Z NVciV =cV Lda^XZ K[[^XZgh =hhdX^Vi^dc gZXZ^kZ Vc

5# ?^in eV^Y Xdcig^Wji^dc+

Bdg NAEP bZbWZgh jcYZg i]Z /+4# Vi 22 eaVc) i]ZgZ ^h Vc 5# I^hXZaaVcZdjh Xdcig^Wji^dc eV^Y Wn

i]Z ?^in+

O]Z ?^inoh Xdcig^Wji^dc id ^ih MZi^gZbZci DZVai] >ZcZ[^i NjWh^Yn LaVc kVg^Zh [gdb +42*.+42# Wn

WVg\V^c^c\ jc^i [dg VXi^kZ ZbeadnZZh+

d��� t���O QQQRSY

Case 12-32118    Filed 08/13/14    Doc 1673



6ZRNDPDVQT[ 7QQVPQVHU 4FFQORDP[LPJ 5QORDTLUQP 5KDTVU QI ADIHV[ DPG =LUFHNNDPHQWU ?HPULQP 5QUVU LP

AHNHFV 5DNLIQTPLD 5LVLHU

NdjgXZh7

BS /-./*.0 ?=BM7 ]iie7,,lll+X^+hVciV*VcV+XV+jh,[^cVcXZ,XV[g,XV[gU./*.0+Vhe

IKPh [dg Lda^XZ VcY NAEP hiV[[7 ]iie7,,lll+hVciV*VcV+dg\,eZghdccZa,YdXjbZcih+Vhe

?VaLAMN BS /-.0*.1 gViZh7 ]iie7,,lll+hVciV*

VcV+dg\,eZghdccZa,YdXjbZcih,?VaLAMN?dcig^Wji^dch[dgVaaZbeadnZZh[dg^ciZgcZiBS.0*

.1MViZh+eY[

.0+=9.5=98!

Ec[dgbVi^dc h]dlc ]ZgZ ^h ZmigVXiZY [gdb i]Z bdhi gZXZci ?dbegZ]Zch^kZ =ccjVa B^cVcX^Va

MZk^Zl ejWa^Xan VkV^aVWaZ dc i]Z ?^in d[ NidX`idcoh lZWh^iZ) l]^X] ^h [dg BS /-..*./+ @ViV [gdb

i]^h ?=BM egZYViZh Vcn V\gZZbZcih VcY,dg VY_jhibZcih cZ\di^ViZY Yjg^c\ i]Z WVc`gjeiXn

egdXZhh+ Bdg i]Z ejgedhZ d[ i]^h XdbeVg^hdc) i]Z BS /-..*./ Zhi^bViZY VccjVa XdkZgZY eVngdaa d[

".-/ b^aa^dc lVh jhZY id XVaXjaViZ i]Z VXijVa KLA> ZmeZcY^ijgZh Vh V eZgXZci d[ XdkZgZY eVngdaa

VcY i]Z LK> Xdcig^Wji^dc Vh V eZgXZci d[ XdkZgZY eVngdaa+

O]Z ?^in d[ NidX`idcoh BS /-./*.0 ZmeZcY^ijgZ d[ "/ b^aa^dc [dg di]Zg edhi*ZbeadnbZci WZcZ[^ih

gZegZhZcih i]Z e]Vh^c\*dji d[ gZi^gZZ bZY^XVa XdkZgV\Z+ AmeZcY^ijgZh ^c B^hXVa SZVg /-.0*.1 VcY

WZndcY l^aa WZ "-+ = dcZ*i^bZ ajbe hjb eVnbZci d[ "2+. b^aa^dc ^h eVgi d[ i]Z egdedhZY eaVc d[

VY_jhibZci WVc`gjeiXn hZiiaZbZci+

O]Z ?^in d[ NidX`idcoh eZch^dc dWa^\Vi^dc WdcY egZa^b^cVgn hZiiaZbZci ^c[dgbVi^dc Zhi^bViZh Vc

VccjVa YZWi hZgk^XZ Xdcig^Wji^dc d[ "1+2 b^aa^dc+ O]^h Vbdjci ^h Zhi^bViZY Vh d[ /-.2) VcY ^h

eZcY^c\ WVc`gjeiXn Xdjgi VeegdkVa+ O]^h eVnbZci ^cXajYZh Xdch^YZgVi^dc,eVgi^Va hZiiaZbZci l^i]

gZheZXi id i]Z /--4) "1-+1 b^aa^dc d[[^XZ Wj^aY^c\ aZVhZ gZkZcjZ WdcY) Vahd ^chjgZY Wn =hhjgZY

CjVgVciZZ+

NdjgXZh7

BS /-..*./ ?=BM7 ]iie7,,lll+hidX`idc\dk+Xdb,[^aZh,/-./U?=BM+eY[

HMBL7 @^hXadhjgZ NiViZbZci R^i] MZheZXi Od B^ghi =bZcYZY LaVc Bdg O]Z =Y_jhibZci K[ @ZWih K[

?^in K[ NidX`idc) ?Va^[dgc^V &JdkZbWZg .2) /-.0') Am+ > &Hdc\*MVc\Z B^cVcX^Va LaVc K[ ?^in K[

NidX`idc'
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were served on December 16, 2013. The overwhelming majority of the Solicitation Packages

were served on December 6, 2013.

6. The Plan Solicitation Order required that all completed Ballots be received by Rust

Omni by the Voting Deadline, at: the City of Stockton Ballot Tabulator, Rust Consulting/Omni

Bankruptcy, 5955 DeSoto Avenue, Suite 100, Woodland Hills, California, 91367, (818) 906-

8300, facsimile (818) 783-2737. Such address, telephone number, and fax number were

expressly set forth on the Ballots. See Plan Solicitation Order, ¶ 11.

7. At the request of the City, I followed the following procedures for tabulating and

validating the Ballots (the “Voting Procedures”):

a. Ballots received by the City in the following categories were not counted as an

acceptance or a rejection of the Plan:

i. Ballots where the creditor or the creditor’s representative did not use
the authorized form, or use a form of Ballot substantially similar to
such authorized form;

ii. Ballots not received by the City’s agent (i.e., Rust Omni) on or before
the Voting Deadline; and

iii. Ballots not signed by the creditor or the creditor’s authorized
representative.

b. Ballots were tabulated as follows:

i. Ballots where the creditor or the creditor’s authorized representative
did not check a box indicating acceptance or rejection of the Plan were
not counted as an acceptance or a rejection of the Plan; and

ii. If a holder of a claim cast more than one Ballot for the same claim prior
to the Voting Deadline, the last properly completed Ballot received
prior to the Voting Deadline was deemed to reflect such voter’s intent
and to supersede any prior Ballot.

8. I was responsible for supervising the employees of Rust Omni in connection with

the tabulation and validation of the Ballots in accordance with the Voting Procedures.

9. The pertinent information from the Ballots received from holders of Claims in

Classes 1A, 1B, 3, 4, 5, 6, 7, 12, 14, and 18 (“Submitted Ballots”) were recorded on ballot tally

reports (“Ballot Tally Reports”). The Ballot Tally Reports for Classes 1A, 1B, 3, 4, 5, 6, 7, 14,

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&(#
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and 18 are attached hereto as collective Exhibit A. The Ballot Tally Report for Class 12 is

attached hereto as Exhibit B. True and correct copies of the Submitted Ballots (of which there are

approximately 1,044) will be made available for inspection upon request.

10. The results regarding the acceptance or rejection of the Plan are tabulated on the

Ballot Tally Reports annexed hereto and summarized below:

Class 1a – Claims of Ambac Result
Ballots

Received
1 votes accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($12,265,000.00)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 1b – Claims of Holders of 2003 Fire/Police/Library Certificates
Ballots

Received
1 votes accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($12,265,000.00)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 3 – Arena Claims of the 2004 Arena Bond Result
Ballots

Received
1 vote accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($45,135,000.00)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 4 – Parking Structure Claims of the 2004 Parking Bond Result
Ballots

Received
1 vote accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($31,640,000.00)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 5 – Office Building Claims of the 2007 Office Building Bond Result
Ballots

Received
1 vote accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($40,770,000.00)

Rejection 0% in number of votes rejecting the Plan

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&(#
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0% in dollar amount rejecting Plan
Class 6 – Pension Obligation Bonds Claims of Assured Guaranty Result
Ballots

Received
1 vote accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($125,310,000.00)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 7 – Claims of DBW (California Dept. of Boating and Waterways) Result
Ballots

Received
1 vote accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($10,870,821.00)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 9 – Thunder Claims Result
Ballots

Received
No Valid Votes Received NOT

APPLICABLE
Class 12 – General Unsecured Claims Result

Ballots
Received

977 votes accepting the Plan
16 votes rejecting the Plan

ACCEPT

Acceptance 98.39% in number of votes accepting the Plan
91.25% in dollar amount accepting the Plan
($478,247,334.89)

Rejection 1.61% in number of votes rejecting the Plan
8.75% in dollar amount rejecting Plan
($45,881,279.54)

Class 14 – Claims of Certain Tort Claimants Result
Ballots

Received
8 votes accepting the Plan
12 votes rejecting the Plan

REJECT

Acceptance 40% in number of votes accepting the Plan
76.65% in dollar amount accepting the Plan
($21,902,857.55)

Rejection 60% in number of votes rejecting the Plan
23.35% in dollar amount rejecting Plan
($6,673,851.22)

Class 18 – SPOA Claims Result
Ballots

Received
5 votes accepting the Plan
0 votes rejecting the Plan

ACCEPT
Acceptance 100% in number of votes accepting the Plan

100% in dollar amount accepting the Plan
($183,560.75)

Rejection 0% in number of votes rejecting the Plan
0% in dollar amount rejecting Plan

Class 19 – Price Claims Result
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d��� t���O QQQRTS

Case 12-32118    Filed 08/13/14    Doc 1673



),3/ $%!&%$$( +01/. #'"%$"$' *2- $&(#

d��� t���O QQQRTT

Case 12-32118    Filed 08/13/14    Doc 1673



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

")%

>"F ,#H+.(%.E 3DRH 9?UE @?D?EH . R?DbJ W?DJFYJ X?UE

NUJZ?EOJX ?E JZF DFFR P?E X?U J? ODRFVFDRFDJMX F^N]ODF JZF

VMNDA . PUMMX F^VFWJ X?U J? R? JZNJh `F `NDJ X?U J? R? JZNJA

&L# /%N"&E BEA 6O?Y OY ?D ZOY PFFJ ?D IFZNMP ?P JZF

EFJOEFR F]VM?XFFYA

>"F "+%(E 9FYH 9?UE @?D?EA <?E JZF EFJOEFFY

W?]]OJJFFH .bMM IF IEOFP IFWNUYF JZF W?]]FDJY JZNJ ZNQF

NMEFNRX IFFD VEFYFDJFR J? JZF 8?UEJ . `?UMR RUVMOWNJFH Y? .

R?DbJ `NDJ J? R? JZNJA

4UJ . R? `NDJ J? O]VEFYY UV?D JZF 8?UEJ JZNJ JZF

EFJOEFFY W?]]OJJFF ZNY N[EFFR J? YUVV?EJ JZF VMND NDR JZF

EFJOEFFY ZNQF Q?JFR ?QFE`ZFM]OD[MX J? YUVV?EJ JZF VMND ÒJZ

JZF VMND JZNJbY IFP?EF JZF 8?UEJH Z̀OWZ R?FY D?J VE?V?YF J?

O]VNOE VFDYO?DYA

3DR Y? F̀ R?DbJ YFF JZOY NY N VMND JZNJ VUJY NJ OYYUF

JZF O]VNOE]FDJ ?P VFDYO?DYA /ZF OYYUF JZF 8?UEJ ZNY WMNO]FRH

JZF gUFYJO?D OY `ZFJZFE JZF 8NM7062 W?DJENWJ WND IF O]VNOEFR

NDR `ZFJZFE 8NM7062b ODJFEFYJ WND IF NPPFWJFR ZFEFA

4UJ ?IQO?UYMX OJbY D?J dUYJ 8NM7062 ODJFEFYJY JZNJ NEF

NJ OYYUFH OJbY JZF ODJFEFYJY ?P JZF EFJOEFFY ?P JZF 8OJX ?P

2J?WTJ?DH NDR JZ?YF EFJOEFFY ZNQF NMEFNRX N[EFFR J? N

YUIYJNDJONM O]VNOE]FDJ ?P JZF EFJOEF]FDJ ZFNMJZ IFDFPOJ

WMNO]Y `ZFEF JZFX NEF YJNDROD[ J? EFWFOQF MFYY JZND " VFEWFDJ

?P JZFOE WMNO]Y ?D JZF EFJOEFF ZFNMJZ IFDFPOJ WMNO]YA

/ZF VFDYO?DH VUJJOD[ JZNJ ODJ? VMNXH ODJ? JZF WNYFH .
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IFMOFQF `?UMR WEFNJF N WZND[F OD JZF [N]FA 3DR Y? JZF

W?]]OJJFF NDR JZF EFJOEFFY R? YUVV?EJ JZF VMND JZNJ JZF 8OJX

ZNY VE?V?YFR NDR JZF 8OJX OY D?J VE?V?YOD[ J? ]?ROPX JZF

VFDYO?DYA

&L# /%N"&E -?H . UDRFEYJNDR JZFEFbY ND FD?E]?UY

N]?UDJ ?P JO]F NDR FPP?EJ JZNJbY IFFD YVFDJ OD ]FRONJO?D ?P

I?JZ JZF VEF>POMOD[ ]FRONJO?D NDR JZF ]FRONJO?D ?P _UR[F

7FEEOYH NDR .b] NMY? ]ODRPUM ?P JZF ?IMO[NJO?D J? JNTF N ZNER

M??T NJ JZNJ `ZOWZ ZNY IFFD VUJ J?[FJZFEH NDR ]NTF YUEF JZNJ

OJ YJNDRY UVA

>"F "+%(E /ZNDT X?UA

&L# /%N"&E ;TNXA KF EFNMMX NEF D?̀ NJ &G++ ?bWM?WTA

2? W?]F INWT NJ *G$+ OD JZF ]?EDOD[A

c0QFDOD[ EFWFYYAS
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BNE[NEFJ LNE]Y ?D IFZNMP ?P 2J?WTJ?D 7?MOWF ;PPOWFEY

3YY?WONJO?D NDR 2J?WTJ?D 7?MOWF BNDN[FEY 3YY?WONJO?DA

/ZF 8OJX ZNY DF[?JONJFR N[EFF]FDJY `OJZ JZF V?MOWF

UDO?DY JZNJ ZNQF EFYUMJFR OD QFEX YO[DOPOWNDJ WUJY J? V?MOWF

VNXA 2?]F ?P JZNJ ǸY IFP?EF JZF VFJOJO?D `NY POMFRA /ZFEF

`NY NMY? F^JFDYOQF ]FRONJO?D NPJFE JZF VFJOJO?D `NY POMFR

EFYUMJOD[ OD N DF` BF]?ENDRU] ?P ,DRFEYJNDROD[A

/ZF ]NETFJ P?E V?MOWF ?PPOWFEY OY D?J [?OD[ J? IFNE

NDX PUEJZFE WUJYA /ZF RFVNEJ]FDJ ZNY D?J IFFD NIMF J? ENOYF

JZF W?UDJ ?P V?MOWF VFEY?DDFM NI?QF $&+H FQFD JZ?U[Z OJbY

NUJZ?EOaFR J? ZNQF UV J? %)+H IFWNUYF NY PNYJ NY JZFX ZOEF

DF` V?MOWF ?PPOWFEYH VF?VMF MFNQFH NDR JZOY ZNY EFYUMJFR OD

JZF DU]IFE ?P XFNEY ?P F̂ VFEOFDWF JZNJ JZF NQFEN[F V?MOWF

?PPOWFE YODTOD[ J? ?DMX J̀ ? NDR N ZNMP XFNEYA

3DR NY BYA -OWZ?MM JFYJOPOFR J?RNXH OP JZF 8OJX `FEF

J? WUJ 8NM7062 ?E JFE]ODNJF JZF 8NM7062 EFMNJO?DYZOVH JZF

F]VM?XFFY `?UMR INYOWNMMX ZNQF YO^ ]?DJZY J? [FJ ?UJ OD ?ERFE

J? VEFYFEQF NY ]UWZ NY V?YYOIMFH D?J NMM ?P JZFOE 8NM7062

NWWEUFR IFDFPOJYA

3DR JZFEF `?UMR IF N ZU[F ODWFDJOQF J? V?MOWF ?PPOWFEY

J? MFNQF JZF 8OJX NDR ]?QF J? ND?JZFE 8NM7062 WOJX ?E N[FDWX

`OJZOD YÔ ]?DJZY OD ?ERFE J? ]NODJNOD NY ]UWZ NY V?YYOIMF ?P

JZFOE 8NM7062 VFDYO?DA 2? OJ `?UMR WEFNJF ZNQ?W OP JZF 8OJX

`FEF J? JFE]ODNJF 8NM7062 VFDYO?D EO[ZJ D?`A

/ZF 8OJX ZNY R?DF N M?J NMEFNRX J? O]VNOE VFDYO?DYH
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NPFG Parking Settlement. NPFG Parking Bonds aka Lease Revenue Bonds,

Series 2004 (Parking and Capital Projects). These bonds were sold as a standard lease

transaction with three parking garages (Arena, Ed Coy and Market Street) serving as the

leased premises. The City and NPFG agreed to form a new Parking Authority, the City

agreed to move all of the City’s parking assets into the new Parking Authority, and NPFG

agreed to a reduced payment schedule in exchange for a gross revenue pledge from the

new Parking Authority revenues. The leased assets remain the same, and the City

anticipates that the parking revenues—as opposed to the General Fund—will pay the debt

service on the restructured obligation.

Assured Guaranty Settlement. The Assured Guaranty Settlement affects both the

Pension Obligation Bonds, aka 2007 Taxable Pension Obligation Bonds, Series A and

Series B (the “POBs”), and the Assured Office Bonds, aka the Variable Rate Demand

Lease Revenue Bonds, 2007 Series A and Taxable 2007 Series B (Building Acquisition

Financing Project) (the “VRDOs”). Assured Guaranty has asserted that the POBs have

special status because they represent the same underlying liability as the City’s other

pension funding obligations (which are being assumed under the Plan) and are thus

obligations imposed by law (which City confirmed at the time of issuance of the POBs

through a validation action under California Code of Civil Procedure section 860 et seq.).

The Assured Guaranty Settlement shifts the proposed “Ask” payments originally slated

for the Assured Office Bonds to the POBs along with $250,000 of additional payments

each year starting in 2023. The City also agreed to pay the portion of debt service payable

on the POBs from restricted funds to the POBs. These restricted fund payments would

otherwise go to pay pension benefits or to repay the POBs; these restricted funds are not

part of the General Fund.

At the time of the “Ask”, the restricted fund payments were estimated at 17.38%,

consisting primarily of water/sewer, gas tax, and Measure W funds. The ratio of City

employees compensated solely or partially from the General Fund and those compensated

from Restricted Funds varies from year to year, depending on, among other things, the
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number of employees paid from each fund. Based on historical and projected data, a

reasonable estimate of the amount of pension obligations that are funded from Restricted

Funds is about 17%. Assured and the City agreed on this percentage as a fixed amount

each year. Because approximately 17% of City’s pension obligations may lawfully be

funded by special fund revenue, such revenues may be used to pay 17% of the debt

service obligations on the POBs.

The VRDOs were sold as a standard General Fund lease with 400 E. Main serving

as the leased premises. In exchange for shifting the “Ask” payments from the VRDOs to

the POBs, Assured agreed to terminate the lease payments under the VRDOs. The City

also entered into a near-term lease for office space in the building to turn such space into

City Hall. Although from the City’s perspective the VRDOs obligation was terminated,

the City agreed to possession by Assured of 400 E. Main with title to shift at some future

date.

The Assured POBs settlement was an essential part of the overall deal struck

between the City and Assured, overseen by Judge Perris, which was necessary to ensure

the City’s continued use of 400 E. Main for the next 12 years. The Assured POBs

settlement provides for payments from the City’s restricted funds, which the City believes

will be available to make those payments. The POBs funded payment of pension benefits

for City employees, including current and retired City employees whose compensation

and benefits were paid by monies from the General Fund as well as those whose

compensation and benefits were paid by monies from Restricted Funds. As explained in

the declaration of Vanessa Burke in support of the City’s eligibility for bankruptcy relief

[Dkt. No. 62], such Restricted Funds may not be used to pay General Fund obligations

unrelated to such Restricted Funds. They may, however, be used to pay obligations

related to the Restricted Funds.

/ / /

/ / /

/ / /
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